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PREFACE TO THIRD EDITION 

h-»«.T i 'r , ' 

It is very grtitifying to nolo th&t & nowoditioa of this book has boon called 
(or within two joars of tho |<ubIIcatfon of the lost edition. Opportunity has, 
thoroforo, boon taken to roaiso the ontiro text, anil to oscludo tboso portions 
which woro considoroil rather amLittoos (or D. Com. stodents. 

Tost questions taken from tho Uaivorsity osamination papers ba\o boon 
added after each chapter. 

It is confidently hoped that this now odition will admirably meet tho 
roquiromonts of those for whom it is principally meant. 


Nnwnlgarh ; 
30th April 1010. 


PREFACE TO RRST EDITION 

This book has been writtoa principally for tbo nso of slndonts preparing 
(or tbo B. Cam. examination of Indian Uoivereilios. Business Organisation is 
an important subject included in tho B. Com. syllabus, but tho various osisting 
books on tbe sub]oct ore either too ambitious or too sketchy, Tnloss a student 
rdads a number of them, bo cannot bo ox|>octcd to have faithfully colored tho 
whole course proscrihod. This Book is intendod to remote this difficulty. 

Tho author does not claim any originality for tho subjoct-ruattor of tbis 
book. Tho material has boon Tory carofully collected from numoious sourcos, 
and is prosontod in a form in which i( may bo cosily grasped by young students. 

Tbo author hereby ackoowlodgca with gratitudo tho assistance bo has 
rocoivod from the various standard books oo tho subject. 


80th Juno 1946. 


R.R.G. 
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buBiness. We can realise tbia to beat purpose by considering the vrord ‘organ’. 
If we talk of the htnnan body as an organism, we shall find that the separate 
parts are often called organs. The heart and the lungs and tho jrer are organs. 
This will illastrate for us the fact that organisation is not* a moi-e gathering to. 
gether of a number of working parte to perform a cortiiin final operation. The 
heart must l>oat, the lungv must breathe, the liver must perform its purifying 
operations in order that the man may livo. Each function is absolutely necessary 
to the fullness of the man's life. Each organ is organise*! to fulfil its own parti, 
cular mission so that the complete organism nuy fulfil its own completed 
mission.* 

Having grasped the meaning of the term organisation, let ns try to examine 
the factors that make for success in business. As a rule, erery business requires 
certain rcsdurcos in the form of capital, equipment, workers, etc. t and, above all, 
it needs a capable organiser for its successful running. The man- who rune the 
show is the first requisite for every succosefui business. What qualities then 
should a good business organiser possess ? This is not an o.ssy question capable 
of an easy and definite .aoswer. If vo wore to ask a number o*f successful 
husioess men on what fiictors the success of each of them depended, it is almost 
certain that we would not get the same reply from each. People start business 
in different circumstances, and in each case success is won by diftoiont qualities 
possessed by the proprietoj «. Asarosnlt of this inquiry, we shall, however, 
lesm that business success is not ochiered as cheaply as many persons imagine, 
In fact, there is no royal mad to success iu any wolk of Life, much less 
.in business. 

• Jt is net, therefore, possible to lay down any hai-d and fast miss for the 
guidance of business men do that they may always win success. But at the same 
time there sie a number of qualities that must ordinarily be possessed fay one 
who wants to succeed in business. These qualities were ably auatysed by an 
eminent business man. Sir Edward Beothall of Messrs. Bird & Co., Calcutta, 
in the course of a lecture which he delivered in 1939 under the auspices of 
the .Appointments and Infoimr-ition Board of the Calcutta University. This is 
wbat he said. 

Now I will try to an.-»lys 0 for yon the question : What are the qualifies, 
tious for Buccesa ? 

Many years ago, when I first entered into business, I jotted down some 
maxims uttered by a very well-known business loader on a similar occasion. 
These have often and often come back to my mind since, and I cannot do 
belter today than to repeat them with the addition of certain comments of 
my own. 


• P. Sharles, Business Building 'Vol. II. 
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1 . Elimimlf the \cvrKt 'perfanctorif in anijtath YoufxcQrk in any 
tasktciH tfslilin in fomc tr<tt{ for or agaia$t )(Ou On this nu^tm I wouM 
commont that un<1oulito<U> thu Bucvessful uxccutiuo vf any plan or policy in any 
walk o( lilo ilui>uu>.U Ur^ul> un mmuto attontioa to ilsUil. And that la no loss 
truo o( busiuoss (lun o( other caroora. Flard work ^ontmuuuslj is tlie only way 
to business suctvss un<.l tneni prusonce on tbo job is not giiffiusut, fur it is not 
Ibo hours you put (ii that count, but irhat you put into the faoiiis If you put 
all that is host m you into 5 our work, howeror unnnj’ortant it may soouj, you 
aro bound to bo nuticod by your superiors and you Vi lU have taVon the first step 
to promotion. Oppoitunitius will follow either for ad\&ncemont in the business 
to which yuu arc upprcnticed or to start your owu ooncom. One reason 
why so few people recu'^uiso opportunity is hocauso it is dis^juised as hard 
work. Sooner or hlur a cluncu will como and then you must seizu it with both 
hands. 

2. The vtott arrciVniWr of«ll assela is rt-jiafn/ion. Jt KOrks ttetniy 
four hours a tla>/ for >joh Xho meet raluablo asset yoo can possess in busmess 
is crodll, w hich means iho confulonco of other people in^yoi^clia^rsoto^t, 
peoplo trust you. O'ou tiiou^li your rosouroos aio not great, they will give you 
credit. K fur instaiitc, a Iftnk liusts your ludiTidusi cbaratlor. they will 
silvanco yuu uionu) ab-i'»sl far less suvunty than if tber have any doubts shout 
your mtogrity. K induo<i tboio is doubt about Ibu I dlor, yuu may not get credit 
on any voudiliotia wli.tlsuv\oi Ciofil le uaniwi by a hiulung uilliuteate to tbs 
truth. Ooo slip and your vioiiit may be ruineii fur eior, just os unco a uias bss 
taken a bribe his credit is for ever gone. 

Beniembor. too, that if you are (o become associated with the management 
of public companies, you wtU bo in a fiduciary position and uiil hate to carry 
tbo confidoQco of tbo shnroboldois. Your greatest assot will be their trust. 
Things may go wrong, but whether it is through youi own mis.ioanagement or 
through sheer bad luck, they will trust you if you are straightforward with them 
«i>d their oonfidonco u ill ataud you m guud stead. 

3. Think. JCj-erei*t‘ ifour brain as ^ou t/o your iiin.'x'fis. 'Iho must 
\aluablo thing wlm.il tiic education that yovi buTO tecenud up tu date can haye 
Idught you is Low (i. Ujuik, Jtis jvubdblu that yary iittio ot what you have 
actually learnt in the way of facts dunug your Huudemie itsireer. will le of any 
value to you whatsoever in a business caroor, but if you have laarot how to think 
for yourself and how to appiy the knowledge that you wilt coust.intly I'e picking 
up throughout life, you will go on toAming things of value. lu business one 
never ceases to learn, and you coo leain fnun studying the ine.ms and methods of 
other communities such as tho Mnrwaris or Ilutopc.iDs. We ha^a no inoie than 
you in the vvay of mental uejurpment, and often very' mucli lebs. itut in business 
the possession of a degree in itself is o! no value whatsoever. TJio value livf ir 
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the extent to* which your mind has been trained in the course of your acjidemic 
career to correlate values and to form a sound judgment. 

4. Go for a ride on the horse of your imagination occasionally. It is 
a good thing to dream dreams, but as the poet said, it is better to_^do lovely things, 
no t dream them .* You cannot build a reputation on what you are going to do. 
Dream dreams occasionally by all means, but rely on your own activit> to make 
them come true. Lot one of your dreams bo to be master of your own business 
or’ head of the company you serve, but livo to make it come true. 

5. Be ready, hut know hoio to waif. P7'esevcre in the face of hope 
deferred and of plans thioarted. You must at all times retain your ambition, 
but not that ‘vaulting ambition which o’erloap> itself.' Ambition must he 

' controlled just as if you are to reach the higheet class at a game like tennis, you 
"must learn to control your spoed. And "if disappointment comes — and it is 
bound to come — remember that it should be taken as a stimulant and never as 
a discouragement. The other side of an emergency is uhvays an opportunity. 

My father.ia.law. Lord Cable, used to keep pasted into a drawer of his 
desk the following quotation from Bobert Louis Stevenson : ‘The conditions 
of conquest are easy I we have but to toil a while, endure a while, believe 
always and never turn back.* A motto which served him well may serve 
you also. 

C, Be hard-headed hut not ‘hard-boiled/ The m^t_valuable_ asset in 
any buBineesJs.judgmoat. You must learn to be an optimist in adversity and to 
practise caution in times of prosperity. You must learn when to go forwaid and 
when to halt, when to be firm and when to be conciliatory. Someone once asked 
one of the Bbthschilds how* he accumulated such a fortune, and he replied by 
saying : ‘By always selling out too soon.’ He had learnt that you can never 
expect to soil that yon have got to sell at the top of the market, and if you try to, 
you will find that others have decided to sell before you and that the market has 
fallen away. Tortunes are lost by those who get swept a\vay in a flood of popular 
optimism or pessimism : they are made by those who can coolly and calmly judge 
when the popular opinion is wrong. 

Judgment is not learnt from books, it is learnt by ubsor\atiou and analysis 
. of the world around you. You should at alf times bo asking yourself such 
questions as ‘What is the reason for this ? — ^'Can I do that better than it is being 
dona already ?' and so on. The answers to these sorts of questions do not lie in 
books but in your own powers of close observation and your own balanced judg. 
roent. Use your brain in close conjunction with your eyes. 

7. Do not spare yourself, but do not become a machine. Whatever 
your ideals are, 'ke(2> them. They are an asset of true value. One of the 
_ greatest assets which you can possess in business is self.ielianco. Yon must be 
prepared, as the FinatiLU Member for Bengal was saying to the students of the 
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Commoicicil Instituto tho otlior day. to assumo xml dischargo rcspoDBibiUtics. 
Yuu luust gi\o 111) socking a job tii.it carrios the least troublo and the loist ribk. 
In f let I would go further and siy that tho people of Bong.al must Lo jiroparod to 
incur greater ribks if thoy aro to hold thuir own with other conununitics m the 
business world. The obsession for landed property is a mistake, and the system 
ol land tenure which allows too many lieople to uko out a liiiug without tho need 
to work O! leuliirc, has boon tho Iwno of busiooss in Bong.i). Jt is undoultcdly 
a fact th it many a family business m Bengal has boon nhanduiiod bocauso 
uf tho risk, and until those who Imo the puwur and the muiicy are preparud to 
take more risk, business must stagnate All business is a lootuie, and in business 
risk is unavoidable, for, as Dr Johnson s.aid : 'nothing will over bo attooiptod if 
alt possiblo objections must be oiorcoiue first.' The man who succeeds is the 
man who sums up tho risks with tho greatest ability and mikes the fewest mis. 
takes. N o business m in_ ovor_succeedo d witlm ut making soiiio mistakes i it is 
from them that he loarils. , 

8. 'I'lxhi on inl«*riwf m jiubltc affairs. Vrotcct fnim tfeirunjojir assault 
(he (king* tehkh bg tesi and (rkt hner .been found trorthy of preiereadon. 
Novor ttccopt anything just boc-iuse you nro told of it. Bo careful to avoid the 
attmutiio slogans uf people who would bo thought to uUer you an easy inillen. 
niutu. Thuir lemody (or the ills of the world aro so often luuretiicious. Think 
for yourself, ostimato in your own mind what thiogs in your daily life aro good 
at lieart and worth}' of I’rescnatiyn. ««d bo I'ropjiod to woiT foi tJiotn. 
noror accopl a statement without porsonally analysing it. As soon ns you tan 
say what you think, and not what eomo other person has thought for you, you 
nra on the way to becoming a remarkable man. 

9. Afee( gotir feltoio^men teith ron/idenve. Sceptieisia and inis(ruit 
hegid aggression Confdenee begets gvoihcill. A sense of co-operation and 
of loyalty will bo two of your biggest assets in a business career. It is very 
easy to bo seltish ill business but there is no roil need for a selfish policy. 
Measure your success by the work done, not by the money yuu hate made at the 
expense of others 

And you will (orgiie me for siy’iiu thit one of the biggest rousons which 
prevents progress iiitVo^ungiA W^f^rft(ss■w'cll't^V6^VrtIVa^V x/i x-o-optniA'ioti 
diftoreul mteiests. 1 make no npolc^ for stressing this pubt, because it has 
already been made by Sii T. C. Bay in his first address. 'You will hu\o soon 
recently the value of co-opor.ation among tho managing agents of the jute mills. 
For eomo years this has been lacking, but the moment co-operation loturnod to 
tho industry, as if by magic tho tiailo has taken a tuin foi tlio good of all Some 
of tills spiiit is needed in m.iny othei tiados loilay, notably lu the coal tiailo. It 
was said by ouo of the groutost oiganisors of business in Pio.War Gcim.iny that 
ho made it a priaupfu cover to Ho «n unwilling partner to an agreement which 



BUSINESS ORGANtSATlOtt 


b 

tbe lattor considoreil to be detrimental to his vital intaresle, and he would only 
approve of an agreement if both parties folt satisfiod that tlioy had done a good 
stroke of business by concluding it. That is well worth bearing in mind, and 
you will find o\er and over again by experionce in the business world that a lean 
compromise is better than a fat law-sait. 

. And romembor that all io{iit.stO(A onterprise is based upon co.operation and 
trust. In the early stages of business devolopmont a few people who trusted each 
other came together to pool their resources in a partnership. Joint.stock com- 
panies are mainly an extension of that, and fot tboir success trust is necessary. 
The shareholders must trust the m-inagcmeot and direction, and those, who are 
losponsibla for the management and direction, must above all earn the trust of 
tboir shareholders. If Bengal is to advance in the business world, you must do 
much more to pool yonr resources and to trust your own business leaders who 
have earned your confidence. To you who have a business career in mind an 
immense field lies open in th^- devolopmont of joint.stock enterprise on these 
lines, but the prime necessity is mutual confidence, 

10. TAke tcenjlhing tcorth hqcing in tiff, has to be paid for by 

flssumiur/ and discharging responsibiitties. I h,i\c already touched upon the 
lessons of this maxim in niy remarks abosc, hut remember this that most prob. 
loms of trade are settled by the cxcrcrso of posonal courage and imagination, 
you should never ho satisfied with a cheap success, aud if you meet with h real 
success, romojibcr to keep your head. Some people grow under rcsjxinsihility, 
others merely swell, and the moment you estimate your sucscess at more than it 
is worth, you have taken the first step backwards. 

Those were the maxims of great leader. "You will not be able to carry 
them all in your minds, but I understand that some part at any rate of these 
addresses are being reprinted, and if you will study those maxims — maxims 
which apply anywhere in the world — perhaps they may help you a little here- 
after in your business careers. 

Test Questions. 

• lyWhat ate the css'intial retiuisitee for the BUOLtsE of a businesH ? 

{Alld. B. Covi.JDHUJ 

2. * How far would you consider a theoretical training as nccessarj' and 
sufficiont for success in a practical business career ? ''liomhatf li. Com. J942j 

3. ^hat in your opinion are the requisities of a successful busincas man ? 

^Bombay B. Com J94A) 

4. "Honesty is the best policy oven in huainess." Discuss. 

(Bombay B. Com. JOti) 
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NATURE AND CONSTITUTION OF BUSINESS HOUSES 

In this nnd tlie followiQg cI)«plors. xro proposo to oxaniiao tho onttite 
&ud constitution o{ business housos. All business concerns are oitbor propriotary 
or Joint stock in foiiu. A propricliry business is ono in whiclj Hie capital is 
ftirtii><bed by tbo prepnVloi or pi-opiiecors othl tib'cli is also numigcd by Ibem. 
A I'oint.stock coucurn. on the utber Iiami, is one fn ^vhich tiio capital is tsu.itly 
supplied by the public, but whoso nunigoment !s in tbaige of llio^piopiictors* 
repreBontatiTes known us lUwclora und msiugmg ogenU. proprietary 
builnwTiiay L<3 llu' proi»Mly of one jwrson or sexorit i>orsou8. ^YIlllru only a 
sioslr inibxidiMl Is ibo oMitfi .li a busiitc««. |e is the sole trutler ; but 

A business nxvnod by sex'oial persons IS knotMt as u psitneiship. So there are 
reslly three prlocipal tjpts ol businoes houses fc/h trader, partnership and 
jofnt stock company 

t. Sole Trader 

^horq tbo ownership of a business rests !o a single paismi there is littlo tn 
bo said on tbo constitutiOD of its proprietorship. Ther e is no Icgil fununlity 
to Ik) obsorsod in setting up such a business. The owner should, of couiso, haxe 
the cAp.icity to contract, or hie trading contracts will not bo onfurceable in a 
court of Uxr. The solo trader has to supply all tho capital Seeded for tho bust. 
11C8S and he himself has to look after its management with the lielp of paid 
employees, ff necessary. AU tbo pro6l9 of tlio business belong to him and he 
must bear all the los«es. He is rasponsible with all that he possesses — whether 
inxosted in bis business or not — for all debts incurred either private or on account 
of bis business. 

Tho solo trader is specially interesting because of his potentialities. Ma&y 
of our large busiuosses, now conducted under other forms of proprietorship, have 
grown out of individual coterprise. A b^hly eapahlu or successful role trader 
soon roacbos the limit of his individual means and has to press iu(o bis service 
tho financial help and managing ability of others. The piopiictoi-shlp of his 
business probably passes through the partnership into the coinp.my foim. 

Advantages. Tho individual entorprisa has sevorixl marked advantages 
which make it a prominent typo of bxtsioess organ^ation. Those are i — 

I 
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1. A sole trader can ordin arily nnde Tjiake-fliiy„bipd of buBiness enterprJga 
except those that are carried on by the Government exclusively (e. g., the manu- 
facture of opium) or those that reqt^re special licenses (e. g., the generation and 
supply of electricity) or those that are forbidden on grounds of public policy. He 
may continue his business as long as he likes and may retire from it at any time. 
The fact that a sole trader may start a business^ without any formality and may 
retire in the same.way.promotes.bn siness ente rprtee. 

2. As an individual proprietor receives all the profits which are made in 
bis business, ha has a great incentive for bard work. He takes tbe greatest 
possible interest in the business and this leads to efficient and economical 
management. 

3. A sole trader, having no one else to consult, mnact in all emergencies 
with greater promptness. He may thus take advantage of business opportunities 
that are impossible in the case of partnershiits or compan'es. For the same 
reason he may avoid ^rtain dangers that ordinarily surround and sometimes 
destroy business enterprises. Of course, the ability to act promptly is not an 
unmixed business blessing. It is often the case that hasty, action is the direct 
causa^pf h usluoss failure. 

4. A sole trader cau keep bis own affairs to himself. The more tbe com. 
petitors know of one's business plans and' pmcesses, the less the chances of 
ultimate success. 

6. Since every business enterprise has its own peculiar riaks, its owner 
must be able to manage it properly ; otherwise the business will fail. A sole 
trader h? s , therefore, an opportunity of learning tbe art of efficient business 
management. 

DUadvantages. There are, however, several particulars in which the 
individual enterprise fails to provide successful busiuess organisation, aud 
these are 5 — 

1. A solo trader cannot sup ply al l tbe capital needed for an expanding 
business. Except where the business prospers to an unusual degree aud where 
the owner is willing to leave a large portions of the profits in the business, indivi. 
dual enterprise may seriously hamper growth. At best, expansion of capital by 
means of undrawn profits is a slow process, and may often be too slow to allow 
normal development to take place. 

2. Large businesses often require busin ess jud gmaot , skill and ability 
beyond tbe capacity of any one man to furnish ; beuce several men enter into a 
combination to conduct a business enterprise jointly in onler that they may 
secure the benefits of their cn.oponitive wisdom. 

3. A solo trader carries tbe whole risk of Joss on bis own shoulders, and 
this sometimes leads to his complete ruin. Business meu hesitate to put all their 
eggs in one basket and undertake tbe risks tbat follow from such a policy. Afore, 
over 'a person c^upot avoid tbs risks by. organising and managing several small 
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saverally for the debts incuri-ed by or on behalf of the 6nn in the ordinary course 
of business ; in fact, to this extent, c»ch paitner is an agent of and for the others. 

Need for Partnership. Ii\ery biLsiness. if it is to be a success, must 
possess certain requisites. Its owner ninst bo able to supply the necessary 
capital ; he must have business ability and devote suffiiciont fine to its affairs , 
and bo must also command some connection or iafluence in order to attiact 
customers. It inay be said that^f a business is st arted with adeQ uate capital 
and business ^ility on the part of it s proprietor, it will au tom atically acquire 
connection in course of time . Hiat is true, but it will take time It is, however, 
very helpful if the proprietor of a new business already possesses some influence 
with the likely clients. If the business is a small one, all the^e requisitios may 
be famished by a single individual , but when the business grows and needs more 
than ordinary quantity of capital, business ability and influence, it may be tliat 
its sole proprietor cannot himself contribute them. In order that the proprietors 
themselves may possess the various qualities required for success, wc have 
frequently to resort to combination, so that the qualities possessed by sevcrul 
individual may be made collectively available for the common purpose Hence 
the need for partnership arises owing to the inequality of gifts hold by different 
poTBons. An individual may have business ability and connection but may not 
be fortunate to commaad sufficient capital, or a man may possess enough capital 
but may have no ability and ionoeoco. When people with different gifts combine 
their resources for a common purpose and form a partnership, they all stand to 
gain or lose together, and therefore their interests become identical. 

If an indfyidual has busincs-* ability and some conoocttori hut is short of 
capital, it may be that he can secure the necessary funds by borrowing from 
others instead of taking a monied man into partnership. But to carry on business 
with other people’s money is dangerous. In the first place, liigh interest has 
often to be paid to lenders , socondly, the lenders have the right to demand buck 
their money at any time which may not bo in the best interests of the business , 
thirdly, the payment of interest docs not o«|»end upon profits being earned and 
has to be p lid whether the business is iii.ikiug profits or is ninning at i loss ; and 
finally, a bushi^s run untircly .with borrowm money cannot win the confideiico 
bf its customers. * 

If 9 person commands capital but does not pobsesi the nece^jsai'y uhililv 
and connection, it may be said that he can hiro both talent and influence. It is 
possible to do so, but it will not be a satisfactory arrangement in all cases. A 
skilled manager may be employed for Kunoing the business, but it depends upon 
the nature of the bu-siness how far it would be safe to do 80 . .\s reinforcing the 

strength of the proprietor, an experienced employee is certainly an advantage ; 
but if all the skill is to be in tbe hands of employees, the busin'“.s t iunot ba^e a 
chance for permanent success. The omjilojtw may go aw.sy at .my time if he is 
ofloiLil bettor tcniis by a competitor, or the uiiipluy'eo may I r tfiiipli-I to set up ,i 
couiiJjtit'No busioess himself. In onJec to avoid the lisk ol iHj^iiible compjlition 
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benefit of all. One partner may furnish the major part of capital, another may 
place his business ability and eiperience at the disposal of tho firm, a third may 
devote the whole of his time and attention to its business, and a fourth may 
use his influence for tho common paipose. Thus by a proper blending of the 
different gifts the business of the fira can he run sminjlhly and success- 
fully. 

It is equally nocossaty for .a go^ partnership tliat all the partnoi-s must 
Jiave inntual tnist and confidence, and this n).iinly depends upon tho right 
selection of partnoi-s. XVtho time persons become paitnors, they are gonerall\ 
in good spiiits, but later on, unless onch completely trusts the other, thciemay 
be iii.my occasions for quairel and dispute amongst them. Slany of the greatest 
successes of commerce have resulted from the partnoi-ship of two or moi-e men 
who know exactly how to supplement each other and to taka their own full shaie 
in respousibility. On the other hand, some of the greatest failures business 
have resulted from ijartnerahips. There have been cases where man, who in 
other circumstances, would have done well, by trying to pull together in double 
harness have merely irtipcde<l each other. Possibly when people enter into 
partnership, tho first thing they should realise is temperament. There are some 
men \Yho are entirely unable to ho partners in any sntisfactorj' mannor. Tbsse 
include the autocrats, who only understand doing things in their own way but 
who brook no interference from any one else. But more generally the socro. 
tive type of man Is the bad partner. One can obey or one can command a 
secretive person, but one^nnoT^ork on oven terms with him, for whdn the 
habit iR ingrained, tho lick of fmnkness ami confidence will certainly lead to 
difficulties. Ideal .pa^rtners^a.io .those _\vhq ^esteem, padu other and work well 
togetbi'r. Nearly always when p-irtncrsbipe proie •unsatisfactory it is because 
the partners have not loarnt enough about each other before linking their 
commercial fates togethor. Employees who are admitted as partners do not 
Roraetiines prove to bo good partners, because they cannot or will not contribute 
the share a partner should — not of work but of creative management. Just as, 
there are persons who always have the master spirit wherever they are, so also 
there are others who cannot acquire the master spirit. They are employees by 
nature, and can only see things in that way. Such men are usually most 
unsatisfactory partners, especially when there are difficult problems of finance 
and policy to be faced, iloreover, the man who regards the change from being 
employed to becoming a partner as a change from lurd work fo easy work fa 
usnally a most undesfrable partner. 

A good partnership must extend over a long period of time during which 
each partner must work for the common good without giving a second , thought 
to his own personal interest, as opposed to tho intorosts of his firm. If a partner 
is not working for the Ann, lie is working against it, and tiie result is bound to 
liO very unsatisfactory. According to hw, each partner can bind his co-partners 
by his dqu-' iq the ordiairy course of the firm's business. Shear careless. 
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The minority interest in a partnership is adequately protected by law. A 
dissatisfied partner may withdraw and dissolve the firm, or if that be undesirable 
ho may bo hamper its affairs as to force his co-partners to buy him out. 

Disadvantages. As the number of partners is limited to twenty, the 
amount of capital which can be raised by a firm, j s_al6q:^limited ; and in the 
ab sence of J i mited liability, investors who haw not the capacity or the desire to 
participate in management cannot afford to enter a partnership. Not only this 
but a share in a partnership business can^ jxansferred^ith such difficulty tiiaf 
it does not appeal to many investors. Such a share can only be sold to a co- 
partner or to a stranger with the consent of all the co-partners, a condition 
which so limits the market that it may often have to he sold at a sacrifice. 
Further after the sale of his share an outgoing partner remains liable for debts 
to creditors whose claims were incurred prior to bis withdrawal unless the 
creditors agreed to evempt him, and to other creditors unless constructive notice 
has been given regarding his withdrawal from the business. 

The liability of individual pirtners may be regarded as excessive in many 
cases. 'When the business unit Deede<l only a small amount of capital and 
business. relat'ons were ^e^ 5 • peisoual, the heavy personal liability for the firm's 
obligations was nut so burdensome, and ^'ohably did gool service in making 
possible wider business dealings. But uow that trade and commerce are 
generally carried on on a large scale and require vast capital and extensive ci’edit 
operations^ the person^ liability of partners may be Increased beyond all 
reasonable limits. The laigcr the number of partners, the larger the scale of 
business, the greater the partners' personal liability. 

Ajiart ners bjpjsiiable t<i,di8solution atjiny.tim®..byjih 0 deaths insolvency 
or lunacy of a partner ; and a well established business may suddenly come to an 
unexpected end. ' 

A partner^ jp.ofteikJacks.prompt^and united management. Too many 
cooks may spoil the business broth. If the ‘partners seek to meet this difficulty 
by deligating management to one of tbeir number they soon realise that their 
unlimited liability will not allow them to do so. The management can work well 
if the partners act in harmony and honestly ; but too often this is not the case. 
Among a large number of persons their is almost sure to be at least one who 
would develop dishonest traits or prove unwise, and whose action w'ould involve 
nil the members in unfortunate complications. In short a serious problem in 
partnership oiganisation is to secure harmony of interests in management. 

' Partnership Agreement. -\n agreement is an essential ingredient to a 
contract of partnership. It may bo either express o r implied. An implied 
agreement may be inferred from the course of dealings. The agreement of part, 
nership need not be in wilting ; hut if it is in writing it must be stamped, and 
if it relates to or creates or involves rights to immovable properij-, it must also 
be registered. .Xjwrtiiershipjcontract may be oral, but it is always safe to have a 
written agreement. A partnership agreement, if it is to dea] with all the matter? 
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affect the paitners only. In persuanca of idea, a number of eectiutis iti tte 
Act are “subject to coutnict between the partners”, that is to say, they contain 
rules which are applicable in the absence of contract varying them. 

pefinil lon of Partnership. Pa rtnerslii p is tl^ielatioii botwacn persons, 
who ha%’0 a^ji-eetl to share tlie,profits of a busiuess carried on by all or any of 
t hem actin g for aU. Persons who h.i\o entered into partnership with one another 
are called i^i vidua lly '*pa)too r 8 “ and cuH^tively “a^lirm ”, and the name under 
which their business is canted on is» called the “ftim name” (Section 4 ), 

Where no pro\ision is made by cxjnlract between the partners for the 
duration of their partnership, the partnership is “partnership at will," (Section 7 ). 
A person may become a partner with another person in particular adventures 
or undertakings. Such a partnership ig cal l^l p ar ticular par tnerebip (Section 8 j. 

El ements of Partnership. The definition of partnersljip contains the 
following three distinct element : — 

1 . There must be an ageoemont entered into by all the peisons concern- 
ed. This means that partnership can ariss only as a result of an agreement, 
express or icnplied, between two or more persons. Tliere must be an agreement 
entered into by all tlio pift-iom. Tho pjraons may be natuntl or legal. A 
liniitwl company or a joint Htit 111 family can bo a partner, but no partnership 
can be formed consisting of more than ten porsons foiitho p urpose of c arrying on 
t |i<> hpsines s , pj^ )3 a nkiu g, or of m o iy than twenty peivoos for .t)ie purpose t.f 
carrying on any other busiuois having for its object the ac^uisiun ol gitn. 
P artnersh ip Jsjlius created hv a_coo trAct ^ it do es not arise by the^ operation of 
law. Thy contract winch is the foundation of partnership must possess the 
necessary attributes of contracts, i. ©., It mus t be foi a lawful object .md between 
c ompet ent persons. 

2 . The agreement must bo to share the piofits of a business. The object 
of the agreement must bo to cairy on , business, and the business mast bo 
legal. The sharing of profits is an es.sent?al element of ,■ paitnersliip agreement. 
The members of religious or charitable societies and clubs are not partners, as 
there is no idea of sharing or even making profits in these ossoc/ations. The 
n'Toement to share profits is essential, but an agteement to share the lo'^sys i-i 
not es'-oiitl-il Whore iiothiug is 8 lid .18 to tlio Rharing of losses, it i« impligd 
in a ivirtnoiship agroewont. It may, howoaor, be agrou-l, Ih.il us botwooii the 
;jiartuers .my uno or more of them shall not be liable for Iob.)Q 3 . 

3 . Xho b^inossjnuat bo cirrie^pn_bj;^_^all_or by any of tfao jxjrsons 
5^ncflcned.a«ting for all. This’ means that everj* partner is in contompLition 
of law, t he agent^ f jlie partnership and may cousoiuontly bind all the other 
partners by his acts in all matters within tho scops and objects of partnership. 
In fact, tho relation of prinoii>al and agent amongst thu partners, mutual agency, 
is the true tost of partnership. 

How Existence of Partnership Determined. It is often important to 
:ascertain whether a partnership exists in a paiticular case or not, This may 
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lo nocMSAry to jolomino lh» riatts ol tho partios boloooo thomsol.o. or to 
ooat.Io 11.0 crorlitora to know by »l.ora tl.o payn.cnt ot tboir debts 13 to be made. 
The main rule to bo obsorvotl in determining tlie eiistonco a pjttnotsb.p 

is that re nt.1 must bop. id to tho true coot mt end intention ot tho pirtios as 

„„pe,ringlromthe.rholelactaellhe case. All tl.e foot, must bo considorod 
together. The mere tact that the pirtios nail tl, on, selves partners m tho 
ugieemont does not constitute a [urtnorshtp. 

The roUtion ol pirtnorslnp arises teem contract and not t.oni status. 
Thuniorothomemboraolaioint ll.ndn lamily osrriing on a lamdy business 
or a Durincso Buddhist husband and erile eairying on a business are not pa.tnor, 
in such business (Boct, on 5). A ,ei„t Hindu family Crm is net a result ot an 
aarccnienl lolunt.rily entered into by persons , it arise, by the opa.at.on o 
l,”v The moment a child is l»m into the trading lamily. by the more tact ot 
i„ birth it becomes a ember el the trading firm. A. pirtn.r.h.p springs Iro.o 
1 t'andnotoutolsutus.it tellons that the leint Hindu lamily firm is 
“rlner^to lto Mohantmidan tail, there lamily trading paltnei. 

not piirlnersh p. lccv end any pitlnorsliip transaction between 

ship such as eentraet between 11, am. 

111. Mohammedan brethem must b ge^r 

“ --- 

makn such pamons pirlneis^^^^^ ot a .ban. et tl.o prol.ls el a business, or ol a 

The temipl Is t” ,.,.H n, ,,„,ii, earned 

payment tonlingont n . , partner iiith the poisons earrying on 

by a business d«. net etltottn^^ 

;lllt^:se.^Icr:et'ot'lts.,.mak..bemce,ierap iiith the poisons 

bns-l^-""'‘-”V‘»>»™"' «”dagea or about to eng.ige in any 
business , 

,1,1 By a oeiianl or agent as ramunoration . 

1 n. the widow or eliild Ola iWasoil Pirtnerasai. null! . or 

n By a previous owner or p.rt eweer „I the business as consideration 
' ^ f Hn PootlwilloT sbltre tUeicof (Section b). 

the sale oltl, g»lwl> » ^ 

Joint Hindu F.mily Business. • 1° ^ hosioass 

lamdy business oselnsivoly ter ile own one ^ 

with one or n.ovo outsiders a. Cai.a.ris.ics el a li.m, 

“"t””l'r’lirm "p.rt.....l..P b-' >'”» 

toit'y "nsiners, wbici. is governed e.timly b, Hindu Law.^ 

;i,.cip»=^ 

mo as follows l 

9 
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1. A partnership is cro^iUod by, contract, but a joint Hindu family firm is 
created by the operation of Hindu Law, 

2. In a partnership every partner is an njjcnt of tli o firm alid baS implied 

authority to bind the firm by his acts dona in the ordinary course of business ■ 
but iti a joint Hindu family flnn tho’ managing niombor or alone can 

pledge the crodit or property of tbo family for the purpose of tlio business. 

3. In a partnership the share of a partner in the partnership property as 
well as his own separate property i s liable for Iho payment of the partnership 
debt s. But in a joint Hindu family firm only_tljQ.^anaging member is per. 
fifinally Ii-ihln, ntifT tt»a othcj inoinhots aro liable only to the extent of tiioir 
shares in the family property, their separato properties not being liable. 

4. A partner is always entitled t,o ^call^for.. nn {iceoimt .and examine tbo 
j^ounb books himself ; but a member of a joint Ilirdu family (known as a 
oo-psreoDor) is n<j4 cntftlcr? to caW /orart acewunt for tho past profits and losses 
while severing his connection with the family business except in some special cases. 

5. Subject to contract between the jurlncrs, Q^pdilnership.is dissolved _by 
tlm_deatb-o£-4!ur|urlnar. Tlio death of a co-partonor or osen (ho mauaging 
meinbet' does not dissolve a joint Hindu family firm. 

6- In a lurt^ rship a minor cannot becoino a..naitDor lliougii bo may bo 
admitted to the benefits of partnership : but in a joint Hindu family finn a, 
minor bocomos a co.parccner. 

7. A partnfrship is vequiied lo l» logistoiod in order to maintain suits 
against partners or^outsklora, but no such rogialrution is necessary in the case 
of a joint Hindu family firm. 

Relat ions^of.PartnersJo.one Another. 

Partners aro bound to carry on the business of the firm to the groalcst 
cocnoion advantage, to he just and faithful to each olbor, and to render true 
accounts and full information of all things affecting the firm to nuy partner or 
to his legal represent.itive. Ev ery p artner shall indemnify the firm for any loss 
caused to it by bis fraud in the conduct of ,tho_ business of the firm (Sections 9 
amTlSV^^iMe provisions aro absolnto and are net subject to contract between 
the pailncis. But other mutual rights and duties of p.-irtnors, whether slutoil in 
a paftnoisbip agreement or defined by tie* Act. may ho vaiied hy tho wnsont 
of all tho jiartncrs, and such consent may bo giren expressly or bo inferred 
from a course of dealing. Such contract may provide that a partner shall 
not carry on any business other than that of the firm while ho is a paitoor 
(Section H)- 

Tho .\ct contains important rules declaring the rights and duties of tho 
partners. Unthr sections I2.f7, affftjVf fo ouy ceji^rnrf fhe jmrtnerK, 

their mutual rolatkins arc governed by tho following rules : — 

1. Every partner liVB_a^riah t_to talce^ pvpl in t he condu ct of the Inisincs,. 

2. Every pirtnor is bound to attend dii''gcutly to his dutioa in the 

conduct of the business. 
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Any tlif/oTOiicc ai!«tfig ««: fo ordmiry nntfers connectoil with tha 
business iii'y 1)0 <io«.iiUi1 by a majority of tho pirtnois, and e\or> 
partnoi" 'his a >»>;hl li> Pspross his opinton )a/ym tha matter is 
dcticloii ; but no ctian^o i m bo tna<lo in I ho natvno of Iho bminesa 
without tho consent ol all tho p-trinors. 

4 . Kvorj’ pirtnor has n right to l«Ta access to and to msf»oc6 and copy 

any oi tho books of (ho him. 

5. A partnor is not entitlod to rocoivo remunomtuin for takini* part in 

the conduct of tho basim^s. 

C. Tho<fhuant3 nro entitled to shara oiiually in tho profits earned, end 
must enntributo orjually to tho losses snstainoil by tlio firm. 

7. Whoro a partnor is cntittoit to (ntorest on his capiUl, such iotarest is 

payablo only out of profits. 

8. A partner, making for the purposes of the business any payment or 

advnncQ hoyoiul tho amount of capital he has ngrood to subs, 
criho is entilli'd to interest Ihoroon jljho. rate, ot.six per.,c«nt. 
PfC^Aonum. 

0. .\ Criu must ludoiunify a partner in respect of paynients made and 
liuhilitios incui i-ed by him in tho ordinary and piopor conduct of 
the hiisiuess and in cxoicismg any emergeocy power for protecting 
tlio film fiom loss. 

to A partnor must indemnify tho firm for any loss caused to it hy Ids 
w'liful neglect in tlie conduct of the htishiess of the Cam. 

U. All tho property of tho firm including goodwill is to ho held and usod 
by the partners exclusively for the purposes of the business. 

12. If a pirtuar nul.es .iny secret profit out of tha fmn, fio^must account 
for _th^ profit and p »y it to the firm. 

3 9. If a jxirtnor c-irrios on any business compotlHg with that of tJie firm, 
iiQ must account for an.l piy to (ho firm uU piofits made by him in 
that Inisinoes. 

14. \YJ)on)_ ,a change occurs •» tljo constitution of .a firm, tJie mutual 

lights iiud dutios or"lfi'~iurtuer8 iii lTio*Tocon6titiitod firm lemain 
tho s.uno as they wcic immoJutoly before thochinge, as far as 
may be. 

15. Wliero a fmn cnnsfftuted fora fixed term aintmuos to civiry on husmoss 

after the ospiry of that tenn , the mutual rights and duties of the 
partnois Jem-ain Hie same as they were before the Bsph-y. 

Agreement Between P«rtners in Restraint of Trade. .Section 37 of 
tho IniVan Coiitiact .\ct lays dosm that an agi gementJn. restuint of tiade is void. . 
Ihe gonorul ruJo is th.at every agieement by which one is restrain’d fioru 
oxorcising a lawful profession, trade 01 business of %ny kind, is to tlut extant. 
Toid. In the case of a partnership, thoio are, bowoTer, four exceplious to tin’s 
genera! rule, anti these .are 5 — 



23 


DUSrWESS ORCANISATfOK 


will. CoDSoquentiy, even when a partner transfers his interest in a firm, the 
transferor does not cease to be a p.irtDor nor docs the tr.insferoo'becomo one. 

During the continuance of the partnorship. tlio tnmsferee of a partner's 
interest is not entitled to inteifaro m the conduct of the business, or 
require accounts, or inspect the hooks of the fiim. lie is entitled only to 
recoirc the share of profits of the tnnisfarriiig pirtnor and must accept the 
account of profits agi'cod to by the partners. 

But if the firm is dissolved or if the transferring partner ceases to be a 
pirtner, the transferee is entitled to receive the transferring partner’s share of 
the assets of the firm, and, for this purpose, is entitled to an account as from 
die date of dissolution (Section 29). 

’'f' ’Minor as Partner., Since capacity to contract is essential for the 
formation of partnership, a minor cannot hocorao a partner himself so as to 
icquire rights and be subject to the liabilities of a partner. Ho can however, 
1)6 admitted to the benefits of a iiartnership by an agreement executed by Ids 
guardian on his behalf W’tli the paiincrs. The provisions of law In this respect 
are as follows . 

minor c annot be a partaer in a firm, but ho can he admitted to tlie 
benefita^of jiartnershlp. , He can bo given thU footing in the firm' only by the 
BVpreSB consent of the partners, but be caooot bo thrust upon tliem. 

2..^ minor has a right to such eharo of the property and of the profits 
o! the-firm as may he agreed upon, and he may have acce's to and copy any of 
the accounts of tho firm. He is allowed access only to accounts, and not to 
boobs, because it is dangerous to give the minor access to all the books of llio 
firm, as some of the books may contain secrots which should bo lostricted to 
the partners. Ho cannot sue tho partners for his share of tho property or proilts 
excopt when he savors hb connectioD with Ibo firm. Only his share of property 
and profits in the firm is liable for tho acts of tbo firm, but, he is no t neraoiiallv 
liable so longjis be is j. minor, 

3^At any time within six months of bis attaining in.-ijority or of his 
obtaining knowledge that he iiad l>coo aduiittoil to the l)ynelits of inntnerslnp, 
whicheicr date is later, a minor may give public notice tlial he wants to become 
a partner in tho finn or to sever his connection with it ; but if ho does jiot give 
any public notice, be becomes a partner in tho firm on the expiry of tbo said six 
months, 

4. When a minor becomes a partner, lits rights and I'abilities as minor 
continue up to tho data on which he becomes a partner, hut ho also becomes 
personally li.ible to third parties for all tbo acts of the firm done since bo 
was admitted to tbe bcDclits of partaarsliip ; and his share in tbo property and 
profits of the firm shall be tho share to which bo was entitled as a minor. 

0. When a raloor gives public notice not to become a partner, his rights 
and liabilities continue to be these of a minor up to the date on - which ho gives 
public notice, bis share is not liable foj nny acts of tbo firm done after tbo date 



flATURU AND CONbTlTUTION Or BD^INESS HOUSES S3 

o{ t!io notao, mid Lo Iccomcs entitled to bwollio pnrtcoxfl for Lis share of the 
property nnd profits (Section SO). 

Incoming Partner!. 

Subject to contract Letrreen Iho partners, no person can he introduced ds a 
partner into a firm without the consoot of all tho existing pArtnors. The general 
idea is that liio consent of ail oxisUng p.irtBa» is raijuirod to tiio introduction of 
n now partner in order that Uk) inm may work kirmoniousiy. However, tf a 
previous contract has Icon made the pjitners to the effect , for examplo. tliat 

the senior partner shnll have Uie right of introducing a now partner at any thno 
or juncture, llio contract wili bo hindiog on tho partiioifi, eton though when tho 
time conics or the juncture arises, one or more of the pat tnors may ha unwilling 
to accept tho now partner — Section 31 (j). 

Rights and LUbiliUes, The following nro the rights nnd liabditics of an 
incoming partner l~ 

1. A now partner is not Ii.ibto fur any acts of tiio fiim done before he 
hocAoio a partner^— Soctiou 31 (2). |(o bocontos lublo (or uil llio acts of tlie 
firm done after iio bocemos a {xirtner (Section 25). 

2. When a minor, who has Icon odinittod to tho bonofits of p-utnership, 
chousos on Attaining mniority (o beconio a partoer, h's liability tohtes back 
to tho data on which he was admitted to tho benefit! of paitnorshlp (Section 30), 

3. An iaconiizig p.irtner is eubjott to tho terms of tho pirtoorship except as 
loiiod by oxpross Agreement ; and he is oolitlod to nil the lights of the 
partners except as varied by express agrootnont. 

Outgoing Partners. 

A partner becomes bu outgoing partner by rotiromoot, expulsion, insolvency 
or death. 

Retirement. A partner may rotiro (u) with tho consent of all tho other 
partners •, or (6) in accorclanco with an expre«B ngroement by tbe'parlni-fs foTCc) 
wiiei-o tho paitnorship is at will, by giving notice in writing to all the other part, 
nera of his iutentioo to retire— Section 33 (1). 

A retiring partner may bo dischsjgod from any liability to a thiid iKirty for 
nets of tho firm done before hie roluomoDl by an express or implied agreement 
made by him with such third i»ity ami tho luitnors of llio recoustilutod firm 

Section 33 (2). A retired p.irlnor remains liablo to third parties for all acts 

of tho firm until bo gives public notice of retiremout, but a ratiied partner is nob 
liable to n third patty who deals with the firm without knowing that he was a 
partner — Section 32 (3). A dormant partoer may rethe from a firm without 
gi\ing notice to the world. 

ExpulsloA. A partnei cannot b© expelled fjom ft Brm by any nwjoiity of 
the partrci-8, saio in the exercise in good faith of power conferred by contract 
hotwocn the partners— SecUoti 33 (1). A*powo t to.expql g partner c.an only^bc 
conlonod by an express agrooinetil between tho parlnois. Evun whan such u 
power oxists. it c.\ii only he exorcised by a nwlority of Iho paituors and it must • 
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be exercised in tlie utmost good faith. 

Section 33 (2) provides that the rules -which govern the liability of a 
retired partner to third parties will apply in the case of an expelled partner. 

Insolvency of a Partner. Where a partner in a firm is adjudicated 
insolvent, he ceases to bo a partner on the date on which the order of adjudica. 
tion is made, whether or nut the firm is tUoroby dissolved. Where under a 
contract between the partners 1.110 firm is not dissolved by tbo adjudication of a 
partner as an insolvent, the cstuto of a partner so adjudicated is not liable for 
any acts of the firm and the firm is not liable for any act of the insolvent, done 
after the date on which the order of adjudicalion is made (Section 34), 

Deceased Partner. Where under a contract between the partnois, tie 
firm is not dissolved by the death of a partner, the estate of a deceased partner 
is not liable for any act of the firm done after his death — Section 35. Subject to 
contract between the partners, a firm is dissolved by the death of a partner — 
Section 43 (c). Whore a firm is thus dissolved, though the surviving partners 
continue to bo liable for acts done on behalf of the firm until public notice of 
dissolution is given, the estate ofibe deceased partner is not subject to any such 
liability— Section 45 (1). It means, therefore, that tbe estate of a deceased 
PlilHsiJsJWk^liaWe^fot^any act of the firm done .after ,his^ death, whether the 
deatli has dissolved tbe firm or not. 

Rights and Liabilities. The following are Ibo rights and liabilities of an 
outgo’ng partner J— 

1. A retired or expoUod partner may be discharged from any liability to 
any third party for acts of the firm done before his retirement or expulsion b^^n 
express or implied a greement nmdo b^b'im _ wlt b Bu ch..,third_parties. and tbo 
partners of the reconstituted firm— Section 32 (2). 

2. A retired or expelled partner will bo liable to third parties for all acts 

ol tbe firm, until he gives public notice of_retir8ment ef expulsion ; but he will 
not be iVabie fo a fbm? larty wAo Jeafe treih th) fhm witiicat Hxs6 iw 

was a partner — Section 32 (3). 

3. An outgoing partner has the right to carry on a business competing 
with that of the firm and to advertise such businoss except w’liore be has agreed 
with the linn not to carry on sueli business within specified local limits — 
Section 36. 

4. Ad outgoing partner has no right (c) to use the firm's name, (6) to 
represent himself as carrying on the business of the firm, or (r) to solicit the 
custom of tho old customers of tbs firm, unless tbe other partners have contracted 
themselves out of their rights in this respect Section 30. 

5. Wiiere tbe continuing partners carry on the business of tiie firm with 
the propeity of the firm without any final seUleuient of accounts as between 
them and the outgoing partner, then in the absence of a contract to the contrary, 
the outgoing paitnor is entitled to claim a sliaro in the profits of the finu, or at 

hi, option on inlorebl ut G l»r.cont.- por,»i.ni«n-E»olion 37. 
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Dissolution of a Firm 

'liic ■I'S'vulKtioit <;f {rirtnetslifp bolwion all tho parCnors i)f a firm I's cuited 
tliu liUsolutioii of the firm (Sctltun (Hi. Tlio following iiro tho fi^o ways in 
wliich u linn m*y bo iliasolvol : — 

Dissolution by A^eement. A fiiui may bo ilissolroil with the con. 
Kout of oil iJbo j).ijtno)-s oi In ucccudinuo wjlli tho coatrAct betwoou tlia partners 
:S.'ct!on JU). 

Compulsory Dissolution. \ iiim w tlissolvail (i | b\ tlm nr1jmlien.tif>n 
of all Ibo [i.iUneib oi of .ill the (unuuis but ouo as insohont . oi (ii) by the 
li.ijijiening ol any »3\Lnit <vKn.h iL ■■"i^jyhil.ffr thn tho firm to 

liecairicii on oi fni t hu to oait) »t o« in pirtnorship (Section jl). 

iK Contingent Dissolution. Subioct to contract betncun (ho partnors. 

I (nni IS 'Iiasuhoil {li '( cunstitutoil loi a fi^iJ4crm. by tbo expiry of that term ; 
(t'i il cnnslitulol lu o.ury out one oi mu m mlvonliires rii iiiiildiiiiiltiiin i. In llin 
complctiun tlie eof , (in) b > tho death of n par tner , anil (i\) b> tho adjudiuition 
of 11 p.uti)or .16 iin iDsoUent (.'Action 12). 

f. Dissolution by Notice. Where .i p.irtnorahi’p is at will, tbo film tnay 
1 0 iHssohoil by .ih> jnitijci ;,i\Jug uoliec m wntiog to all tbe other partnore of 
his intention ti> iii»soho the Inin, atnl (ho tirui is dissolved as from tho data 
inentiuned in the imtico as Uio dato of dissolution or, if no date is so monlioned, 
til* from tho dale i>f lliu coinmunieatio)) of iho notice (Section 49). 

o. Dissolution by Court. .\t (ho suit of parloer, the Court may order 
the ilissulnliut) ol .i tu in on any uf tbo following giounds, % iz.-~ 

That a piUiivi has become of umound mind , 
tii) That a paituor, other than the p.wlner suing, h.is hecomo in uny way 
I'oiminootly iceapiblo ol portoinnng Ins duties n^paitnor , 

(iiVl Tliiit a paitnor, other thto tlio pattoer suiog, is .suilty^ pl •■onduct 
vviiicii \'i lilioly to aifeU preiiidici.illy tho oanyhig on of the business ; 
('ll) Ih.it .kinrtnci utficr than tbo p.utnoi suing, wilfully or porsistently 
cunii'iiib bicacli^l .i^ceiMc^ routing to tbo inauageinent of the 
afldii-s lit iho him oi tliu cumluet of its business, or otherwiso so 
ci>i»lu>.l> liiMisolf ))> mattors rol.itiiig to tho business tiiat it is not 
iv.isoiiahlj pi.iUicuble for the other p.(ttnor3 to c.<try on tho business 
ni p.iuui.isiiiii wii'ri dim . 

tr) bbat a p.utuui, uthoi than tho paituoi Suing, has tiausiuried the whole 
ol Ins inloiost 111 the lirm to a third p ait^ . o r allowed his shaio to be 
, cliaigud Ol 'old by tho Court , 

{/•/) 'Di.it tho btisiiic&i of iho film cannot bo cuniod on saie at » loss . or 
(ill) Uii 111^ olhui gioiind which roudera it ]u&t and oquiUblo that tho firm 

sliuuKl lie iliS'ohod (Soction 41), 

Conduct of Winding up. TTw partners aio tbo propor parsons to taka 
tbaigo o1 tbo .ihsuls ami wind up thu .iflaiis of tlw hnn, and tbair power to bind 

i 
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the firm continiioi for this purpose uotwithstandiog dissolution (Section 47). If 
after dissolution they cauuot ayree 5W to tlio windin'* up, the Court will appoint 
IV receiver and, if necessary, a manager, and will, if nccosbary, restrain .i partiur 
Jjy injunction from doing* any act wliieli will impede the winding tip. Wliere a 
partnership is dissolved by the death or insohoncy of a partner, the continuing 
or solvent i»artnars are entitled to wind up Iho affairs. 

In settling the accounts of a firm after dissolution, the goodwill shall, 
subject to contract between Iho partners, bo iucltidecl in the assets, and it may 
bo sold either separately or along with othoi property of the firm ; and any 
lartnar may, upon the sale of the gomlwill of tbo firm, raa!,o an agroement with 
the buyer that such partner will not carry on any business similar to that of the 
firm for a specified period or within specified local limits, and such an agreement 
is valid if the mstvictions imposed aro rcaaon.vblc. 

Subject to agreement by the partnors, the accounts of a firm on dissolution 
must be settled according to the following rules 

1. Losses, including deficiencies of capital, shall bo paid fir st ouLof-profits. 
next out o(_oapita^ and.Jbstly. J hoec essarY. by the partners ^fmlirldually fn • the 
proportions in which they wore entitled to share profits. 

2. The assets of the firm, tocludfog any sums contributed by the partners 
to malie up deficiencies of capital, shall bo applied In the following order '•*— 

(a) in paying the debts of the firm to third parties ; 

' (b) in paying to each partner rateably what is due to him from the firm for 
advances as distinguished from capital ; 

(c) in paying to each partner rateably what la due to liiin on account of 
capital i and 

(il) the residue, if any, small be divided among the partners in tho piopor. 

tions in'which they were entitled to share profits (Section 48). 

Where there are joint debts duo from the partnership and also separate 
debts due from any partner, tho partnership property must be first applied in 
payment of the debts of tho firm, and if tJicre is any surplus thou tho share of 
ouch partner in euch surplus must be applied in payment of his separate debts 
or paid over to him if ho lias no debts. So also the sepah-ite property of any 
pattuer must bo first applied in payment of hie separata debts, and ibo surplus, 
if any, in payment of the debts of the firm (Section 4U)- 
' Right to Return of Premium Wliere a' partner has paid a preuiiuiu on 
entering into partnership for a fixed term, and the firm is dissolved boforo tlid 
expiration of that term otherwise tlian by tho death of a partner, ho shall be 
entitled to repayment of tho premium (or of such pait llioroof as maybe 
reasonable) regard being hivd to the terms on wln’cli ho bccamo a p.irlnor and to 
the length of time during which he was a partner, unless : — 

(tt) the dissolution is i».rin!j duo lo his own miscoiiduri, o- " , 

('/»' the dissoUilion Is in purhuanco of an agrtonicnt coiilaiti'tig no pro\is!on 
foi Uio ilIui n of the piumiuiii or any pvit of it (F^lIjuii fil). 
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1, Unless the firm is registered and Ihu poison suing is or has boon 
shown in the Rogistev ol Finns as Cl partner of ihc firm, ho or his nominoa or 
agent cannot bring a suit to enforce a right Arising from a contmet or con- 
faiTod by la\7 against tho firm or against any past or present partner of tlio firm. 

2, No suit to enforce a right arising from u contract can I o instituhnl Ijy 
or on beiialf of a firm Against any thfrfl p-irty unless thw fii'in is logisterod, 

3, Tlio same disabilitios a)s«> apply to a claim of sol-otf or other proceeding 
to enforce a right aiising from u contract. 

Tho non-rogistration of a firm does not, ho\so\ev, .inoL.1 ilio follow ing 
lights : — 

1. Tho riglil of tliiid iwitios to ruo ihc fnm m- .mv p.itiier. 

2. Tho right of a pitlnoi to sue fui disboiutiou of ,l iiuii oi lor accounts 

of A dissohed firm. Cit to tiiifoico aii 5 right of {,ow»>{ to milistf tlie 

property of a dissolved finn. 

3. The power of an offici.d ussigneo or receiver to vonlisc tlio property of 

an insolvent inrtncr. 

4. Tlio tights of firms 01 pirtners ill fiiins ha^^ng no pUce of liusiness in 

British India. 

6. Any suit or sot-ofi in whicli the cl.iiin doe-* not cxcecil Rs. 

(Section 09*. 

Adrantages of Res’Utration. Registration lies entirely ivitlim the discro 
Hon of tho firm or a partner concerned : but tho firm and its creditors and part, 
nors stand tp gain from registration in the following ways • 

1. Fii'tn. An uniogistorofl firm c.inool enforce its cUims agiinst thiitl 
P-irties in tlie civil courts, ami any partner wlio is not regfsterc'l cannot enforce 
his claims either ag.iiast ihinl jMitif3«>r.sg.«insi his follow piitners. TJiore is 
one impoitant exception to this fUsddlily, namely, an umvgi-.tiuyd paituor may 
sue for tho dissolution of a firm. This oxcoptioti is matte on the piinciiilu that 
registration is dosiiinod primarily to jiroloct thiwl parties, and tlio absence of 
registration need not prevent the disappo.ir.incc of an uorogistereil firm. 

'2, Creditors, Once logistration has boon offectud, the statements 
■recorded in tbe Register of Firms lOg.'iF'lmg tho constitiitiun of the firm will he 
conclusive proof pf tho fact therein contained ogainst the pirtnurs miking tbein, 
and no paitnor whoso name 's on tbe Register will bo pormittcil to fieiiy that bo 
is a partner. This should affoid a strong protection to poisons dealing with tho 
firm against false denials of partnership (or the ovaB'on of h.ibil'ty by tbe 
substantial morabors of a film. 

3. Incoming Parlfiers. Asreganlsa i«»rtner newiy inliodnml into n 
firm, if he fails to register ho will Incur a gniso risk of being imahlo to tliiini his 
dues from his partners, and will have to rely soloy on their good faith or sue 
for dissolution. 

4. Outgoing Parlnpr». As reganls outgoing p.irlncrs. the estate of a 
deceased partner or of an insolvent partner is in no cage JiDbfe for tiio acts of 
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The principle of comploto frcodoni to conduct husinoss cnlorpriec under the 
cotnpjny form of orgunisatidn hM n«w been estahl/shod for u long time, It 
rejffy amounts to a group of business people eaymg : “Wo propose to form a 
business iissociiition with a capital of say) Rs, 1,CO,000, We announce before- 
hand that this is the amount of capital at stake and that our liability is restricted 
to this total. Wc invito people to ossociato Ihemsohes with us in this eutcrprisc 
s»nJ wo shall invito other people to trs'/lo with us on those terms. Wo shall 
compel no one to join n ilh us or to remaio with us : we shall com]>el no one to 
trade with us. Wo are prepare*! lo suUiu't to a ccitain amount of statutoiy 
vogulatiou dcs'gncd to provout fraud anil other irregularities, rogulation applicable 
to any form of business, but wo shall ccitainly not subnht witlioui ihe strougest 
protest to any part'CuUr or discriminating regulation aimed at our special fomi 
of organisation Wo are a private cnleiTiri.se organised in a wav convenient lo 
ourcelves, ainl in a dwnocr.jcy and j sv.slcm of prnnfe enterprise bare an 
.(Ijsohity right to suit our own couMun'euce mi iho nuJicr. ' 

The joint stock pntevpiisa in India is not indigenous lint pvotic. It is not 
a natural growth of our old forms of bu.shmss org.mi.sation, but it has been 
hnported fiom Enghinrl lihe so numv otl;cr good things. In England the fonn<i« 
lion of joint stock compinics for tnuling ’.nd other purposes dates back for several 
bonturies. Iho Ewt India Comp-any w.is fonnded in 3C00, the Iludfon Bay 
Company in 070, and the Bank of England in JG94, oil under royol charters 
granted by the Crown. I^ater on somo companies were formed by special Acts of 
Parliament, Up to 1844 companies could only bo incorporated either by royal 
charter or by special Acts of Parliament. But in 1844 a decisive advance was 
made and the Joint Stock Companies Registration Act wus passod, Ihis was 
the first Act which provided for incorporation by mere registration ; and for the 
fir-st time commorc'ul combinations obtained the adv.antages of incorporation 
witliout the necessity of a royal charter or a spcc'al Act of Parliament. Tho 
piivilcgo of limited liability was not, however, granted till 1855. The present 
companj law in England is containod in the English Companies Act, 1948. 

Tho limitod liability featnro po^scs^'ed by joint siock companies is one of 
the reasons why st.itu regulation of companies is needed. Tho interests of the 
ueditors must bo given some dogreo of p.-otection, though it may crutail the 
freedom of action on the jxirt of tho owneis. 

In India tlie joint stock form of business oi^nlsatron came from Enghiud 
and so did the company law. Thus wlicnovor any legislation was enacted in 
England, it was sooner or later adopted in this country. Following tho English 
Companies Act of 3S44, the Joint Stock Coinpan'es Ad of lf50 was passed 
hero, and it was the first Act under which companies could Lo rogistoreil. This 
Act was the basis on which sub'-oquent Acts woro founded. The Supremo Courts 
of Calcutta. Bomb.ay and Madras were authorised' to order the registration of 
companies under this Act. A number of companies were rogisierod Iwtwoon 
1850 and 1857, and of those the Boogil Coil Corqpiny is still in esistonco. 



3 ^ 


l^USINBSS OfiQx\NtZATtOJs 


anil il«bautiiu«. of Email (lonuiuinjt<oii make it possiblo for imestors to diversify 
tlian- ^^\c‘^a^.onU and tlius reduce the r«blcs of loss to a minimum. l^\cnso 
small a sum as Hs. 1,000 may bo invcEtul in a nmuber of different cjompanies. 

, ymtlier, the device of issuing loth shsros and debentures servos to attract 
the funds of people of diffeiont tuintKratnciits end of diCfuront economic positions. 
I>obontures, which have first claim upon tlio company's earnings, make their 
appeal to those who aio eonsarvati>o or whose ocouoiuic position is such as to 
make safety of investment the fiist icquisitu. On the other hand, ehares qfTer 
an opjiortun'ty of higlior ix'turns and thus upiiual to iHjoplo > 'ho are willing to taka 
(hancos in the hope of largo rewards am] to those wJioso ccononiic position is sncli 
that they catj .iffoid to tako larger risks, .\gatn the classification of shares into 
preforente and oiHlinaiy is calculated to appeal to investors of difforent degrees 
of consersatism.» The pei loonco shaios, thoUj,li not as safe as dcbonlures, are 
conaidored aifor than oidinaiy shares, which arc subject to greater risks but 
which afford the po^sibilits of \ery Uigo returns. 

The ostablismuont of org,misol stock oxclunges makes shares and do. 
IwnluiX'S of companies easily marketaldo. lucjeby enabling investors to withdraw 
their investment in conipmios without dllficuUy. The case w'itb which an 
investor may get out of a company has an hnirai-tant keariug on bis willingoeaB 
to got in. An iiivostor need not thoroforo bo pormanently wedded to a particftlar 
company, 

Companies no« uoivcmlly embody tJm priuciplo of lijuitod liability, that 
is to 5.iy the It.tbillty cif o^cli sli.trahoHor is lim'lod to the amount bf shares held 
.by iiim. It should, howevci bo noted tlut the prKilego of limited llabih'fy applies 
only tu slurus and not to debenturos. us tiie dobenluro. holders arc the creditors 
of tlio co'iipiny, 

TIio lirgo accuiiiuUt’un at cip't il mvdj pi»s’bli by ^ Irliio of lho»c privileges 
gives to tlie company unusual strongth an! stabUHy. whicli in turn render its 
securities liie more ititinetivc tu Ihe iorestin^ puhiiv. 

!). l.hniM LiahVihf. The most important advunljgo associnfod with the 
sistem of joint stock enlcrpi'se i« that of lioiitod-llabiUty. In the modern world 
tbo tjp'cil joint slotk company N a limited company, Ih.it is tu .s.iy, ft is 
registered on terms wlrch carry the privilego of limited liability foi its incmbci's, 
Ihu debts of a p.srlnorship arc tlso debts of cacli of its meinbora tu the full extent 
of bis lesources, all of wb’cb (not morcly bis share of the partnership property 
but bis utbor property as well) may bo seirod for Iho payment of partnership debts. 

.\ limited company, however, stands betwqpn^its esvn cirditors and without tbo 
oulsido resources of its members. These creditors, baaing dealt with and trusted 
the co'iijMiiy, must bx>k to tbo compiuy for payijieut. Since a company trwJitor 
dues not tecugntso tlie fndtvrdu.«I luouibcrs in tlio incurring of the debt, ha cinnot 
leapoNc' thecomiiuiy iu Hie process of coHecting'h'S debt and soiro tlie persOD.iI 

prujw.ly uf tfiJ mouil'oi's of the cunipms. .Ml tint halungs to the company tho 
crclitois C..U soiao and fcU. Its incmlKjrs umv lose caxry rupee that tfiey Iiaro 
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■particular year may bo considerably less than the amount disfcribulod as dividend 
to shareholders; and tbo sharobolders ' can claim a refund ol tax in respect of 
such dividends to an amount in oxoess of the tax actually iiaid by tJjo company 
for that year. 

As the burden of taxation has been progressively incieascd during and after 
the last vrar, a largo number of companies have been formed mainly for the 
purpose of enjoying the taxation concessions. 

Disadvanlages of Companies. Wo have seen above that joint stock 
companies enjoy certain statutory privileges such as corporate existence, corporate 
Bnanca and limited liability, hut in practice those facilities are sometimes abused. 
The following are the principal abuses that aro associated with the system of 
joint stock enterprise ; — 

1. Promotion Frauds. Tho sale of securities of a joint stock company 
provides an almost ideal method for tho victimisation of investors by those who 
are interestod in tho formation of tho company, namely, promoters. In contrast 
to the ' ordinary commercial transactions whore both parties bargain from 
comparatively equal positions, and wbero in case of necessity it is frequently 
open to tho purchaser to verify tbo represontations made as to tbo nature and 
value of what ho is buying, the buyer of ebarcs and debentures tends frequently 
to bo at tbo mercy of the seller. He can know nothing or little about tho real 
merits of the proposition except what tho seller chooses to tell him. Impressed 
in many cases by the distinguished and high soimding names which appear on 
company prospectuses, he usually boltevee that all the necessary inquiries haie 
already been made by the persons by whom these names are borne. But all is 
not gold that glitters. In regard to spccul&tivo shares tho investor’s hope and 
cupidity are often excited by the vision of high profits held out in the prospectuses. 
Even if all or most of the material facts are accurately sot out in tho prospectus, 
as 'they now have to bo under statutory requirements, he may nevertheless 
thrn.uqJi-iD®s^J5rience be unable, accurately ta qjiut^ their true sigpificanco. And 
so long as the provisions of law are technically, complied with, tho \vindow- 
drossing of the prospectus may be as artistic as tho promoters want it to make, in 
which case an average investor is sure to be misled. 

Abuses in the sale of secuiities may take several forms. The intention of 
the promoters from tlio ^erj' beginning may Iw faudulont. Horo frequently, 
hotte%er, is the case wheio, though the object of the venture is really genuine, 
an intrinsically unsound proposition is presented to tho public as being intrinsi. 
cally sound. More subtle, but not less dangerous is that class of ilotatiou where 
concerns are reconstituted and recapitalised on the basis of their present abnor- 
mal profits to the detriment of an budiscriminatiDg investing public. In all such 
cases, the only interest of plausible but unscrupulous promoters and financicre 
is to make a quick profit oa’account of (ho readiness of the public to invest, but 
nlio Ihemsolvos will bo unscathed if the venture fails, Tims the public, during 
a bgom poriud like tlie present, may pay a cash price so intoininousuralo vvith ll>e 
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rnl v«tno oI tl.o tl»t they mvi noyot rocolyo nn .aoan.to retaru tm 

Uloir invastcil capital. 

jrorcover, ll.o iiralimiiurv oiponsoy, particularly by way ol uoderwntm.. 
in wliid. the acn.ln.B ud tli« promolu" ^rticipalo. 

,nayba»osw..llmia.awiooalyto unpai. tL« noems iry working capital ol tho 

“"""or 11,0 anliicct o, pioinoti.n l.au.l. Mr. Si.ln.y WohK. woU.known 
Socialist, wrolo a, lollnw. in hi. l...>y...l K- » 

ninniicWnto.”.-- „„ „ay in wliich the public 1. 

iwrioai l ly Loewi by n„.nciaUrioWor,a»cl.wiu.llo.., b.can.o thoso highlights 

' “ 1' o.nnroachoMMoro auickly Iccectt™- It ■« locuark. 

oloipiUislcnlorpiiso a, ,|ory is wpoatefl. Each 

alilo how icgoUrl, . ..mb ,a o.sontially lb, Sam,. Ton. ol 

ilccailo sees an ^ ^ -u, gomo largo ones, aro porsiiatloil by lies 

tbmisanils of am ill iiuoa o . eharos In what is simply a swinlla 

.,,,1 inisrcpicscnlaliona ,, pound, aro pockclcdby tbs swindlois 

llnodrod, of tbousanils. linn, mill 

and Ihs crowd ol accompli ^ Prossnlly thsr. 

business' cooperat. in n„a,!o„ally on. or two of lbs chief 

Is a collapse, and mota or to ^ , , pj,,, imprisonment at the public 

swindlor. get prosecuted «'>'>. All the i»«.ence. in the 
cost, lint there is »« elfortivo or f Any angry talk 1. bad for 

Oily (i. s., London) tho spread ol panic and concsal 

buflino^i^ on tlio Btoclc exchange. on behalf of induantial people 

tboir own losses The newspapers a business, and specially with 

that any financial BciiniUI mloT ores ni in the latest 

thc.l.ottislngofthe^.ro™ote« andsotho .^^^ 

fincncial swindle die. down, -r-- Hiu™ 

crowd ol small inre.tor. am rn.ly^ ta carried on 

"Moannlnlo, it should b ^ ■ cHticiein or publio donunciation. 

totbodoliiinentoltbopuMic. wilbo^n^any^"^^^^ ud„rtised articles. 

How laigo is the proportion urtnmtod Irom tbs investing public, 

somotim, IS capitalised at a nion. ueutured to compute. 

,.o..,p.rtont,no.lici»c. to etoap tb. trouble to 

I Jo not rome.nbor that j„a, ol the various kinds ol 

estimate llio total 'ejehango vo 

■ilUh’ that inasqueiailo an weal . .uuou„}, n., a matter of abstract tbaory. 

t /r,'c.sj.»»i«dW»»"3*”“';X:“j: m„„ aud mo.etoboeom.in 

.pint clock company is *. ‘’““'“’„»gi„g agonts, .pcciaUy i» «'» 7"“?' 

practice an oligarchy oldito^n ^^j^ brought about in 

This com ontrahonol contra „y „c5 issue securities ol dillorcnt 

.overalways. I" altsohod to them. The management 

type, will. difterentiiU vot.nj njlrts 
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ncquiro just tlio'^o Rociiritie*? \7hicli carry lluj lavgosl votes. In tills way liy 
contributing only a small fraction of tho total capital of tlio company, control is 
secured over tho majority of votes. Suppose a compmy raises c capital of Rg, 
10,00,000 by isauing 5,000 proforonco shares ofRs. 100 cacli not entitled to 
any voting right, 45,000 onlinary shares ofRs. JO each carrying nne vote, and 
50,000 deferred shares of Re 1 each also tarrying one vote ; and suppose that 
all tho proforonco and ordinary' shares aro held hy the public, wliilo all the 
deferred sliavos aia in the hands of tho management. Then the iii.m.igernont, 
just by contrilniting tlio precious sum of Rs. 50.000 command oO.OO') votes as 
against 45,000 votes possessed by all tho shareholders wlio Immi invested 
Rs. .9,50,000 in tho company. This juggling with tho \otes at t.iohcd to tho 
different clussos of shares Is the simplest tnctli<Nl of securing control. 

Secondly, the vast majority of tlioso who invest their money jn juint Btoch 
companies have neitliov tiiiio nor ahitity nor inclination to regaid tlioso concerns 
in any other light tli.m as more agencies for (ho receipt of dividomis. Rharo- 
holders, nntitlod tti attend comp.any meetings anrl by tlioir totes to appoint 
directors to administor tlio Imsinesses, cciso in most cases ctoii to consider tho 
possliiility of attend uico or torcg.ud themselves as in any way jcsponsible for 
tho conduct of the viiturprisos which are legiHy their jiroporty. This is natural 
and inevitablo, for what colloctivo inHucnco can possibly bo cxorc’sed by n 
constantly changing body of sharoholdors, 8c.ittercd far and wide, unknown ono 
to another and for tho most pai t utterly ignorant of tho cooditi ns of tho industry 
or tho business in which thoir money Is embarked ? This apathy on tlio part of 
sharoholdei's fends to cenccnlrato control in the hands of tho oxecutivos of 
companies. 

Thtnlly, in order to secure safe majorities for thomsolves, tho directors 
and managing agents of compritiies possess other powers and vesourcos such as 
the light to refu ‘0 transfers of even fnllj%p.ud sluires and tlur cxton'i\o u'^e of 
the prasy system Tliose persons, who may ho riuicli/icd and willing to lal.o an 
Intelligent interest in tlio afT.airs of companies, are somfUincs kept back hy tho 
directore’ power to refuse to register transfei-s of shares in the iiamos of those 
whom they do not approve. 

When a company becomes an oligarchy of diiectois and managing agents, 
they no longer remain losponsible to Iho inoprietors. bcc.auso the latter me there- 
by rendered absolutely inipoteirt in the matter of exercfsfng any Buperrfs on o\er 
the company’s iiflfiiira. The , management m'ly do wbai tljoy like with the 

company. • Thoy may natuially use it for their prisatp and peisonal ends and 
not for tho bonofit of slmreholdeis. 

5. KTjjFoffa//on. Exploitation of companies by directors and managing 
agents is another sorioris abuse quite common in this countiy. Tho joint stock 
form of husfness organisatfon favours exploitation, because it separates ownership 
from control. There always has boon, and will doubtless continue to bo, 
oiploltation by the powoifid and Influonlial of the mxids of thl’iso who aro 
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liolplass. Tho company Bystom has opened up now and pio\iou9[j unthouglit 
of fiolJs ami motbods oI exploitation. It rotiuiroa a roan of roally strong characlor 
and of unusual coiisciontiouanosa to axoid tho temptation of using an iinpoitant 
office in n company for the solo purfioBa of building up bis iiorsonnl bunk account. 
To (ho credit of company (liroctora and inauaging ngonts. il must, howu\or, Lo 
said that tho groat maiority dQ\oto thoir undividod c^oits to tlie eorvito of tho 
company and tho sharoholdorB nlioso intoicete they ropresont. 

Tlio various mothodfl b> wbieb coinimnicB sio exploited by their manage, 
maiits will he discussed <u u subsoQuont chuptor dealing xritli managing agents. 

4. Ei'if» of Hit} nitsineia- Tho evils aasocinted witli big business will 
ho discvissod Utor on , but it roust bo notod that largo scalu ontorpriso has Icon 
built up on tho compiuy fmro of organisation. If there had been »o company 
sysCcm, there would not ha\o l>ocn in ctintcnco the gigantic business of today, 

&. Stofk rxehiingn SyretJatton. *Tho organisation of business on joint • 
Rtoch piinoiphis has huuighl with it tho ovil of wild speculation which is a 
conimun phcnomcnoi) of ail’tbo stoc). (».arLcts of tho world, In India (lie 
Bonilmy Mock rxciiango ia the hol.lod of wild spociiUtion. Stock oxcimege 
spocuhition is fncilitatcil h> tho cosy transferability of company socurlties, 
Tlio subject of speculation is described in detail in the chapter on 'Stock 
Exchanges.' 

C, One umn Coniiianies. The provisions of company law ate sometiuioa 
made use o{ in such a way as in ofTect to enable ovon a single individual to trade 
with llinitod liability. The process is simple. The owner o( a business gels six 
other poTSocs, rnoro dummies and nominees of his own, to join hint. These 
Sevan persons subscribe tho tnomorandum of association for one sbaio each 
often of nominal amount and register themsolvos os a company with limited liahi. 
lity. Tho company thus formed purchoses tho business from the owner and pays 
him for It in fully.paid sbarov. No further shares ore issuod and no other 
rooruboiB are ndmittocl. The fonnor owner of tho business thus holds the antire 
shaie capital of the company except tho nix shares lield by bis six nomioeos, and 
retains complete control over the business, and in (utuio ho tiadas with limited 
liability. The process becomes still eosior if it is desiied to form only a private 
company where tho ininimuzn reijaisito is just two inooibors. 

In many cases this plan IS adopted in perfactly good faith by the owners 
of largo and valuable businesses , but tho power of forming a limited company 
in this manner is obviously capable of abuse, ond on occasions is most giossly 
abused. It is contended that such a ptoceoding was never conteroplatod by the 
legislature, hut its legality has been established by judioiol decisions, Theie 
is no doubt that a giest many of tho one-man compauics arc an abuse of the 
company law, au<l aio fonned merely for tho purpose of obtuining the benefit of 
Umitod liability, so that 51 the business fails tho creditors have rocourso only 
against the company, and tho piopiietor escapes without any charge upon Ida 

priyate rosouicos, 
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Company Contrasted with Firm. It may bo useful to set out the main 
differences between a company limited by shares and a partnership. These are 
as follows : — 

(a) A company is a legal entity in itself, distinct from the members who 
hold shares in it. It is governed by the Indian Companies Act of 1913 which it 
cannot override. Its powers are fixed by its memorandum of association. There 
is no limit to the number of shareholders except in private companies. The 
partners in a firm are individuals acting together in partnership as they may 
mutually agree amongst themselves, or in the absence of agreement, in accord- 
ance with the Indian Partnership Act. A fiim is not a separate entity ; it is the 
same as its partners. The members of a partnership may not exceed twenty in 
number, and if the Lusiuess carried on is banking they may not exceed ten’. 

\h) The liability of a shareholder is limited to the amount which he has 
agreed to subscribe to the capital of tho company, and when he has paid that 
amount to the company, no fuither liability attaches to him. The liability of a 
partner is co-extensive with the whole of bis property. Every partner in a fmn 
is jointly and severally liable with his co-partners for all the debts and obliga. 
tions of the firm incurred while be is a partner. 

(c, A shareholder has no power t6 bind the company or to bind bis co. 
shareholders ; nor has he any right to take part in the management of the 
company or to inspect its books except as may be allowed by the articles. The 
conduct of a company's business vests in the directors. A partner can hind the 
firm and his co.partners eo long as be acts within the ordinary scope of the 
business. He is an agent of the firm and bis co-partners for the purposes of the 
partnership. All partners can take part in the management of the huainesB of 
the firm and all have access to its books, 

[d) A Bbareholder can transfer his shares as be likes, subject to the 
articles, which in the case of a private company must restrict transfers. No 
matter what changes may occur in the personnel of the shareholders of a company, 
the company remains the same entity. A partner cannot, except by agreement 
with his co.partners, substitute another partner for himself. The death, in. 
solvency or retirement of a partner, (where these events do not according to the 
agreement result in the dissolution of the firm) or the bringing in of a new 
partner, has the effect of creating a new firm. 

(e) A company is bound by its memorandum and articles of association, 
and these decuments can be altered only to a limited extent as provided by law. 
The partners can make any agreenjent they like and can vary the terms of tho 
partnership when and as they please. 

(P A company must keep proper books of account and -must prepare a 
balance sheet and profit and loss account every year. There is no statutory 
provision refltiiring a partnership to keep Looks of account and prepare a periodica! 


balance' sheet and profit and loss account, although it is practically essential, 

(ff) A company's existence can be brought to an end only by being 
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ilissolvod by onlor of tlio Comt, or by being vround up in a legal manner, or by 
its name being struck oK the Rogietor 'whoro 5t has ceased tj (unction. A 
partnursbip can bo brought to an end by agroomoat at any tiino. 

Cooperation 

Tho lliroo forms of business organisation (solo trader, partneiship and joiut 
stock company) diacussoJ >u ttie preceding pages aro parts of tho system of 
c.>pilalism. AVo sliull now cunsidui another form of husiiioaS org.iuisation, namely 
cooperation. 

Cooperation is a foim of uig.inisation in rvbicb poisons voluntarily associate 
togetbor on a basis of cijvmlity for the promotion of tiioii oeonoinic interests. 
T)ioso wlio como together haac « common oconymic aim whicJi they cjiinof 
acliioro by itu)i\iduul isulatod action becauso of tho wo.ikness of the econuini'c 
position of a largo majority of thOm. This clomont of iniliviilual uo.ikuoss is 
o\CK<iniQ by tho pooling of Ihoir losourccs, by making solf.hoip cCfcctiao through 
mutual aid, aud by strengthening tho bonds of moral solidarity betwoou tbera. 

Gooporation is & form of economic domocrocy inasmueb as tho constitution 
of a coopoMtiro society is based on tho equality of rote of each jaembor. ‘One 
lo<m omj Toto' is tho ruling principle, no member having moro votes on tho 
strength of his stake in tho institulioo. The moinbersbip of a cuoperativa 
urg.vni8ation is open, without roslriction. to all persons wiio can daii>o u. benefit 
from it. Vurthor, tiio democratic outlook is rofloctod in tho principle govoming 
ilUtributioQ of profits. Capital gels only a regulatoil moderate dividoud, the 
surplus being distributed among members io proi>or)ion to their dealings with 
the undertaking. Cundoung the host «oim'io (o (ho niembors and not ujiiiing tho 
highest profit fs the aim sot bofoio a cooporotivo orgauisation. Coopemtion has 
fur its object tho suppression of the oviU of modern capitalism which may bo 
summyised as follows : — 

fn) Tho quantity of goods pioduccd is ilUodjiutod to tho cousimiors’ noeds. 
At 0110 timo it is ciccssno through mispidgment and there is a glut in tho 
market ; at anothor it is deficient through a hko error o< through selfish actiou 
on the. part of nianufactuiors and spcculaturs, who may fill tiioir pockets whiio 
the world suffers. At all times tho consumer tennis lo pay un oxcossivo prico 
and tbo prime producer to recoiae an indoquato retuin, because each article 
passes tlirougb tbo hands of supcjflnons middlomon. 

fjt) Tlio quality of goods is debased, bocauso tho pioducor is either dislioucst 
III haul pressed by rivals. Tlio consumer also, if ho lacks credit, aggravates tho 
trouble by buying tho cheapest artido witJiout legnrd to its real value. 

(i') Both producer and consumoi are diseooteDed, the latter through paying 
a high prico for fakod goods and tho foimor beennso lie Is not master of bis work 
and believes that ho docs not rocoivo a tur return. 

Tho cooporutivQ movcniont oncouragoa and touches the citizon to do things 
fur himself on tho principle of mutual aid, and secures dosirablo rosulls while 
inuidii!" the tcudcucy lo drab uuifoimity, iegiiaont.iliou aud burc.vucratieation. 
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As (IjsfcingufsJiocI from otiior forms of social organisation, a cooperative philosophy 
of Society must rest o» froc, tinivoreal nssociatfon, democratrcally governed, 
, coudltionod by ofiuity und personal Jiborlj*. It endeavours to strongthen tlie 
ecoDomic inilcpcncloDco of its mombors bj' ibo development of agriculture, tho 
promotion of organisod methods of marketing, tbo improvement of industrial 
. pioccsscs and by various other activities; it also aims at tbo pi'omotion of all 
possible improvements Vi’hcther in 'social customs, education or sanitation, and 
at tho removal of all d eabilitios which hamper tho growth of a rising standard 
of living. Its main purposo is tho promotion of all.round well-being, increased 
production and better distribution boing only tbo moans towards tho achievement 
of that end. It is a moral movement, tho cooperative spirit helping to make 
bolter men and a hotter society. 

History of Cooperation in India. TIio cooperative movement in India 
Jias passed through manj’ vicissitudes. Four main stages in its history may ba 
disfcinguisliod 

fn) Tlie coopowtivo movement in India may bo said to begin with tbo 
passing of tho Cooperative Credit Societies Act of 1004. Tbo Act provided only 
for tho formation of credit societies. Special stress was laid on rural rather than 
mban crolit in view of tlie greater irapoiianco of tbo former in India, credit 
sooiotios being distinguisiicd os rural or urban according as at least four.fifths of 
their niombors were agriculturists or not. Unlimited liability was the rule in 
rural societies ; In tho urban societies the question was left to their option, 
Soc'ot’cs wore subioct to audit and mspoctioo by officers deputed by Government 
and were exempted from payment of income-tax, stamp duties and registration 
foes. 

There was a rapid growth in tho number and activities of tho societies 
between 190G and 1911, and tho Act of 1901 was found insufficient to incclktho 

fttrwiwg' iSvwiV ihi? .nwianiOTA Js idw S\rpi’ jdane it Hid jud. g'.iyo JUgraJ jwitj'ji.inti 

to societies formed for purposes other than credit. Secondly tho growth in the 
number of societies and tho difficulty oxporionced in raising capital locally gave 
rise to tbo question of establishing KUDO form of central organisation to provide 
capital to local societies and also to suporviso them. Those defects wore removed 
by tho Act of 1912, which granted legal rocognisation to productive and difitribu. 
the societies and to difforoot forms of coatral oi'ganisatiuns. The distlnctioa 
between rural and urban societies was abolishod and in its place was substitutod 
the cUssification of unlimited and limitod liability societios. Tho immediate 
effect of tho now Act was to giro a fresb impetus to tho growth of tho raovemeot, 

Tho number of societies, their membership and tbo amount of working capital 
increased steadily. Now typos of societies for tho salo of protluco, purchaso of 
manure, and the retailing of farm implements end common necossitios, wore 
rogistorod. Boforc fosloring and supporting further growth, tbo Government 
wnnlo-1 lu be suro that tho nio\cmciil was dcvoloping on sound Unos and appoint, 
ed iho ilaclagitn Comuiitlcc iu (A-tuber VJH to review the mui'Oiijenl. The 
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Report oltLq MacUi,-iaComniitteo nuda lar.toachias proposaU for the future 
doa-elopment of the moTemont. 

(I'J Unilor tl)o Eoforna Act of 1919, Cooporation trocamo « provincial 
transferrod subject and w-sis placed under tho cljirgo of a Minister. During tlia 
early years of the working of the refonitod cunstitutiun, sovoinl pro\inces nude 
progress on linos most suitable to their spociid roquiromonts, Bombay giving n 
lead to other provinces by passing* separata Cooperative Societies .\ct in 1925. 

Non.official institutions foi prnpnganda and education wore oncouiiiged, Tiio 
exp.\n8)on of the niovoment was rapid till 1929 when the depicsaion sot in and 
the various dotosts, which hul heon noticed by the Mnobgan Coiumittoo but 
ivoro p.artly obscuied duiing (bo porio«l of neiiig pticos and pmspoiity. bocattie 
prominent. 

(c) The movement received a setback with the slump in agricultural prices 
and the consoquent ilocline m the income of the farmer dining the depiossion 
which began in 1929, \ numhw of Commitloos of Inquiry vvoie appointed in 

difieieiit ptovineas and states to suggest ways and inetiis of loooiistiticting tlm 
movement , and coasolid.ition, roctiricution and rehuldiitation of tlio luovomimt 
rather than cxpaoSinn, loading to an incroase in official control, woio the 
predominant features of this porio<l 

The rise in agucultural prices that took place during wd after WojJd 
War II easod a difficult situation for the movement. Thoro was a general 
tondeney 00 the part of tfio ogricultun'sts ami membors of cooponithe Boulotios 
to repay their debts both to the moneylenders and cooporativo soeiotios. 

As a result of tiie war and the consequent inlro<luct!on of economic continls 
and food rationing, a stimulus was imparted to tbo growth of oonaumen’ coopia. 
live stores, which were established to obhai'n faidsttiffs at fair pifcos, and to 
cooperative marketing. 

This laxt porioil is also distinguished hy a now spirit of planning. Almost 
.all the plans that hive been prdp*>wd m recent liinoB give an Important jiljee to 
the cooperative movement as a euiUble a-oncy for currying out a numl^r of 
their lecommeodations. 

Formation and Management- A society may be registered with 
limited or unlimited liability. 1110 conditions of registration are : — (ij Not 
less than ten pjrsoas can form a society, fii) They muHt be above the age of 
IS years , (liij They must either reside in the same town or village or 
l_roiip of viiUges or must belong to the same tribe, class, caste or ocenpatioa ; 
and (iv) They must file with tbo Eegistrar of Cooperative Societies a copy of the 
by-laws and other prescribe'! particulars. 

The management of a cooperative soaety is democratic. It is in the bands 
of the members themselves, whfi appvtnS feoai their own My a vifDmht^>}to 
do the work for one year. The members of the managfog committee receive 
no remuneration for their services. No member has usoally more tfian ww 
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Tote ; but whore Iho UabiUly is limited, a momber maj' have more than one 
vote if proscribed by tho by-laws. The Accounts of every society are audited 
by or by order of the Bogiatrar, who at all times has access to all tlvo books, 
accounts, papers, etc. 

The main privileges of cooperative societies are as follows i — 'i) They sro 
bodies corporate, that is to say, they have jwrpetual succession, common seal, 
legal right to make contracts, etc. ; ii) A registered society is entitled in 
priority to other creditors to enforce any outstanding debt duo to the society 
from a momber or a past member ; (lii) The shares hold in the society are not 
liable to attachment ; (iv) On the death of a member his share is transferred to 
his heir, and (v) The societies are eaomptod from the payment of income-tax, 
stamp duty, and registration foes. 

Distinction between a Cooperative Society and a Company. The 

following are the points of distinction between these two forms of business 
organisation t— 

1. A cooperative society is governed by the Cooperative Societies -Act while 
a joint stock company is subject to the Companies Act, Not less than ten 
persons can form a coopentivo society, but for the registration of a public 
company there should be not less than seven persons. Id the case of a private 
comprny only two persons are sufficient. 

2. In fl cooperative society the share list is always open to now members 
and the shares are never sold above their par value. The extent of a membor’s 
shareholding is limited tolls. 1,000 by the Indian Act and Rs. 3,000 by the 
Bombay Act, 

3. In a cooperative society the profits are distributed In proportion to hie 
output of work or of business, tbo dividend taking tlio sliapo of deferred 
payment of savings. But in a joint stock company the profits are distriliuted 
in proportion to each znomljer’s capital holding. Thus .a cooperative society is a 
union of persons and a company a union of capital ; the former no doubt uses 
capital but it pays on it a fixed rate of Interest. 

4. In a cooperative society men own capital ; -in a company capital owns 
men. Hence a company Is known as the capitaicstio systoni. In a cooperative 
society the government is equalised among all the members, each having only 
one vote irrespective of bifl capital boldlag ; but the government of a company 
is based on the extent of the holding of the share capital. 

G. A cooperative society is not lootoly a business, but a combination of 
business and -a spirit of sorvico, which evokes loyalty, fellowship and a 
corporate feeling. It tboreforo appeals to solf-ioterest as well as to Bocia] 
instinct, A company, on tho other band, is purely a business concern. 

Different Forms of Cooperation 

The principal forms of ctwperative societies are credit societies, producers’ 
societies, consumers' societies and miscellaneous. 
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(a) Cre^t Societies 

Tlio cooporativo credit society is ao association o( persons of small or 
tnodorulo moans who from time to ttmo need money for necessary or productive 
purposes and who in isolation cannot obtiuu it on reasonable terms. They may 
or njiiy not contribute smiill shares toa coiainoa fund or cipitaJ. Broadly 
Tpeuking in must countries (igticuUuriets do not aud non-s^nculturists do make 
Such contributions on un appiucial la scale. 

”1 ho primo ub] 0 ct of their association is )ouitl> to uLtdiu credit, i. o., to be 
ublo to borrow as a society, and then to givo credit to one anotlier in the use of 
llie money burrowed. Tbot>po of credit bociety now found every civilised 
country Is based uu principles enunciated by liuffeisen and SchuUe.Dellt^sch 
in Germany in the middle of the tilth century. The agricultural society folloxNS 
BaifToisen tuoro closely, and the urban classes find the Schulzs system more 
congenial. 

The capitilistic evils of waste, adultenitlon and discontent take in the 
sphere of credit (ho forms of usury, extravagance and despair. The credit 
society meets and oierccmes them by proWdiog loans at a fair rate of interest, 
loans for useful purposes, and an equal status for each member, so (bat ho may 
share in (ho goTornuiQDC of hie socioty.electiog the officers and being hfmeelf 
eligible for election. All members alike support any loss that may arise through 
uisfoxtuno or dishonesty ; all share in the increase of security and the lowering 
ollnlotest which is derived from the accumulittou of a resuiNe and tho growing 
sense of unity among the associutoe. 

Several kinds ol couperativo coucucus are fouud in India for the purpose of 
supplying credit, and these are : 

(rt) Rural Primary Credit Society (or Village Bank), The rural credit 
society is based uu the Baiffeisou model, tho most cuuiinon form of piiiuary 
societ) in India. Iho inain fealoros which nccoidmg to cooiwativo theoiy such 
u society should possess are . — 

} . A restricted area of operations to ensure mutual knowledge and mutual 
supervision. 

2 Joint and unlimited liability (with eafoguards) to atiforoo mutual 
control and vigilance .uul reassutu the creditors. This is not, liowovar 
un invariabla foatmo, since iu u few provincus souie sociutios ara 
being org.\niBod on tho basis of linutod littbih'ty 

3. Equal status of uiombers and democratic control. 

4 Honorary sorvica on tbo exocutiTO to secure economy and promote 
eolf.holp. 

6 Allocation of profits to indivisible leserros, which are tbo principal buf. 
wurk of unlimited liability nntl make for financial stability and strength. 

G Limitation of loans to niouibora only to satoguard tho cooperative 
cbaiuctor of lUo movouieut, coupled with a caiolul selection of 
membors on tho basis of chaioctoi. 
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7. rinally Tolianco on personal rather than material security. 

Besicios these, by now well-known primary principles necessary lor the 
successful working of cooperative societies, there aro certain canons of coopera, 
tive finance such as careful scrutiny of the objects of loans ; restriction of loans 
generally to productive purposes and the reduction of unproductive expenditure 
to the minimum ; careful supervision over the use bf loans through a system 
of sureties over and above the general security of all society members and 
recall of loans in case of misuse ; insistence on the inculcation of thrift and 
attraction of local deposits, etc. Over and above all tlioso comes the careful 
education and teaching of members ond officials of societies in these principles. 

(6) Urban Primary Credit Society. In the towns the credit society 
is commonly of the Scbulzo-Dclilzsch typo, based on limited liability and forming 
its capital largely by means of shares. Owing to the les« concentrated intimacy 
of town life the moral clement of mutual Control is less marked, and, though 
accountancy and business procedure are on a higher IcacI, the sense of unity 
and of common need are less dovelopod than in a village, 

Urban credit societies aro the most important feature of the urban 
cooperative mo\ement in India, and make up to some extent fur the absence of 
joint-stovk banking facilities in the suuJlor towns. TJio constitution of urban 
societies diflors from that of rural sociolios. Tbo area of operations is comparo. 
lively wide and tlio liability of members more usually limited, The capital is 
raised by means of shares and the soctotics accept deposits from members as 
well as Don-memhere. They borrow at times from the central bank or the 
provincial cooperatiAo hank, if one eziste, when their own resources fall short 
of their requirements. 

They advance loans mostly to the etoall traders, artisans, and salary 
earners on iwrsonal security as well as against gold, silver and produce, They 
accept deposits of various typos and thereby afford facilities for investment to 
persons of small moans. 

Urban banking is csiwcijJJy well developed in Boiubay and 2tladias where 
almost all the importaut towns are soi^'ed by such banks. In Bombay their 
activities are coordinated by the Cooperative Banks’ Association, which 
has rendered valuable service to the cause of urban banking, 

(c) District and Central Cooperatire Banka. These havo in nearly 
all cases been founded by groups of public-spirited and comparatively wealthy 
men who contributed share capital and business ability in order to raiso funds 
for tho benefit of priiitary credit societies. 

The conti-al banks have Lean organised since tho passing of tho Cooperative 
Societies Act of 1912 to finanoo tho primary credit societies aud to act as tbuir 
balancing centres. Broadly spoakiog, there are two types of central banks : the 
first having a membursliip confined to soeioties and known as hanking unions, 
and the second having'a mixed membeTship of individuals as well as societies. 

Tho area of operations of central banks varies widely from a laluka or 
Ubsil in''fccmo proviuecs to a district or several lalukas oi tuhbils in other 
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jirovjoces. BosiJos UHanciDg tba affilmtod Bocietiee, most central banks do 
otlier banking business such as tbo accepting of deposits , collecting bills, 
cheques, hundis. oto., issuing drafts and ttundis , safe custody of valuables ; 
and so on. 

Of) Prorincial Cooperatm Bank*. Aa the number and business of 
cooporati\e credit sucictics oxicadol, and coutral banks multiplied, the need fur 
a pro%inuial bank to cuordinatu their functioniug in the n bolo provinco becjine 
apparent. Tho Much'gJii ComuiiUeo stroogly recoinmondod (he setting up of an 
atwx b.ink in each of Ihu maior pTuvinecs, and such banks came to bo ostablisliod 
accordingly. 

Though at the boginaing of tho uio\ouieDt the provincial coopeinti^e banks 
used tu finance sillage eoctolies dtroctly, thoy have now assumed tbe role of 
apox banks in almost all tho provinces and do not generally have direct dealings 
nith tho societies except la tho case of special types of societies, such as housing 
societies, etc 

Thu constitution uf iho piovincul cooi>eiati>o banks varies in different 
piovjntos. In 8011)0 pruvincos tlie isombership is open to individuals ns n-ell 
08 to eociolies, aud the bo<tid of chioctois consists of roprescntatires ot different 
i)pos uf societies as x'ull as of individuarinumboiB . while in others tlio membur- 
ehip is open to societies uuly and tho board of dnoctors consists exclusively uf 
the roprcsealutiios of tbo affiliated central hacks, Usukuig unions aud other 
Bouieties. 

(b) Producers' Societies 

Tbo industrial pupulatiuo uf Indian villigoi is ducroasing owing to tbo keen 
coiuiaititioa between smell crufts nud rural tedustrios ou tho ono hand and 
Urge-scale iodustiios on tbe other , and tberofore an increasing number is eoeking 
livelihood flora land. The pressure ou Lind is consequently increasing. Tbo 
scusounl character of agricultural industry and tbo small sire of bis fat in keep a 
villager who owns land idle for about ICO dajs in the yoai. Tlio plight of a 
landless villager is voiy much worse he has no indepoiulont occupation of Ins 
own, «ml his ocononiic position js so weak tlwt ho c.innot avoid siuking into a 
blato of feoifdom. 

Tho two main pioblems which must be tackled before an> subbtaiUial 
iiiipryvcinciit in rural welfare c,m he oxpectod die the luliel ot tho prossuio of 
population on tho resources by measures cnlculatwl tu iiupiuva por man hour 
pvoductivily in general, and tho transfer of a substantial pruportioii of the largo 
nuBb of population from farming to oon-faroiing puisuits Tlwio must thoiofore 
bo ft doliboiule jxilicy for tho occupatiouaJ ledistiibntion of the population now 
Eooking its livelihood in ana form or anollier from the overburdened land, 

One of the most impoitant aTonues of omploymont for tiie surplus popula. 
tion is simll. scale and cottage industries Tho tvend of well informed Indian 
opinion has always been in their favour, and it has nlso been suggested that for 
poiscris engaged in thetn tho coopeiatiTO luctliod of business is laost suited. Tbo 
Indian luilustrial CoUiini&i>iyo(lSH()- 18 j stressed tbs mtiuiato connection between 
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cooperation and cottage industries, and stated that industrial cooperative SOciotieS 
should bo organised and assisted by the State in technical matters. The Royal 
Commission on Agriculture repealed the suggestion for organising village artisans 
on a cooperative basis for credit, raw materials and marketing. It is difficult to 
define the considerations on which the choice between large and small.scile 
industries and cottage industries should bo determined. The factors involved in 
the choice are numerous and often condicting. But generally speaking, it may 
bo stated that while in basic industries there is little scope for small industrial 
units, they havo an important and useful place in consumption goods industries 
where their function is in many cases complcroontary to that of large units. 

There are valuable lessons to be learnt in connection with industrial 
cooperatives from foreign countries. In pre-war Germany, one-eighth of the 
population subsisted on cottage industries, the small producers being grouped 
into associations which bought raw material for them in common and sold their 
finished goods. In Japan C0.70 per cent, of the iudustnaj workers are 
employed in domestic industries, and more than 50 par cent, of the exports, 
measured in terms of value, are produced in these domestic factories. There am 
20,000 handicrait cooperatives lo Russia with a membership of *17,00,000, 
In the n. S. A. the idea of industrial cooperation is boding iocreasiog accopt&uce. 
In China striking success In industrial cooperatioo has been nebieved within a 
comparatively short period ol Umo. although the success there is very largely 
due lo tho extreme scarcity of consumers* goods caused by the war. 

Mon of small moans enter a cooperative society of production. By uniting 
their efforts and their contributions, they are able to collect a common fund, 
establish a common workshop, and if the nature of tbeir profession permits, they 
undertake a joint contract of work. Usually a productive society unites with its 
prime function the duties of supply whether of professional or domestic require, 
ments, or of sale of the goods produced, or both tboso duties together. Handluom 
weavers, who form an induatiial cooperative society, may purchase their yarn in 
common, and weave and sell independently, or they may sell at a common shop 
the cloth wfiich each has produced. 

The object of produces' cooperative societres is to secure the odvautages 
of (ij wholesale purchase of raw materials, (ii) un export to supervise their 
methods of production and check tho quality of their products, and (iiil an 
export salesman who knows the market. The mombors of such societies 
evade the dangers of miejudgment resulting in waste and of bad quality. 

Tho profit made by a producers’ cooperative society, if clistribulcd, will 
be proportional to the amount of goods which each member has Sold to or 
through the society. 

(c) Coacumert' Sodetlea 

Thosu will be considered in a subsequent chajitur, 

(d) Miicellaneou* Societies 

CoaiHiralion is primarily a method which has been found peculiarly 
well 'adaplod tu tho solution of corlain problems uud the reitiu\al of cuilaiu 



NATURH AND CONSTITUTION OF BUSINESS HOUSES'? 47 

evns. Org.xm’aitfon for cioHi is aimed at the ivToidancQ of waste; cooperative 
production is ft specific for labour unrest; ami joint purchase has in view the 
substitution of gooil for adulterated commodities. In addition to those three 
main routes, tiiero nro many minor piths which the cooporator seeks to evade the 
onemy and rise to higher ground. A few of those may bo montionod briefly. 

1. Coojierntivf Ininranr'e. Insuraaca has boon recognised oil over 
the world ns a acionlific method ot sa/eguard/ng and providing against the 
various Imzanla of life. Its groivth has boon encouraged in most countries 
by tax oTempt'\in nnd eevorat other ways It has, howover, not made much 
headway in India puncipally for the leisoo that the bulk of the people live on 
the bare marg-n of Ruhs'etenca and do not have any surplus to piy insurance 
premiums. 

In ecveial countries of Hurope. the development of conporative life 
insurance has been of consideiablc help m enterin'; for the needs of agriculturists, 
nrlisnns and woilunen. In India life insurmco on cooperative lines has made 
aonio progress during recent jMis in Bombay. Mitdiae. Hivlembad and Barerla, 
Although the income of agricnlturists is at piwseBt so low that there is no 
margin for any provision for the future, such a maiglo will, it is Imped, be 
created when the van' us doielopmont pbins are implemented, and (heio will 
tiien be n scope for insurance. SotnoUnng can, however, be done even now, 
There are in every village some ngriculturists wlio ore not in debt. These 
agriculturists wbo ate on the margin of safety should be persiudod tn take out 
insurance policies particularly main.ige endowments and whole life limited 
piyments'. In times of pioeporit^ some agricultunsts have n surplus income 
which they spoad on ohjccte which nro wasteful, nr invest m gold or silver 
ovD.imontfl. Ill the years of aiUereity, on the other hand, debts nro inclined on 
the pledge of orn.ui eiits which are genoially lost ns they boconie irredeomablo 
on debts becoming too Jioavy. Ifanogoocv w created wbieb will persuade the 
rurnl pr’piilstion to tho windfall of good years in i/isuiiag against the 

adversity of had yeais, it will perform a cnost useful service nnd leraady to 
some extent the evil of chronic ami what seems to be inescapable indebtedness. 
The policy of insurance thus taken out will not only safeguard the future, but 
will also miaWe the policyholder to Ixirrow in case of need at a fairly low 
rate of interest from the insurance society or better stiil from the village society 
on its security. The primary village societies and other cooperative organisa. 
tions working in rural areas can render very groat help in explaining the 
benefits of insurance acd of iho necessity of buying insurance policies irstead 
of ornaments. 

’ The cooperative insurance society will have, in certain respects, to adjust 
its methods of business to the special leiuiiementa of the rural areas. For 
instanco, in cases of small polic’es of sums below Bs. 1.000, it will be worth its 
while to do away with medical examination and proof of age, and substitute 
for them a deelaratiop from tbo proposer of good health and date of birth and a 
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confirmation of such a doclaration by two other momhors of a cooporativo 
organisation. In ordor to safognartl its intorosts, tho society should lay down 
rules and conditions for tho limitation of its risk during tho first throe years 
so that in tho ovent of tho death of a policyholder in tho first yoar, his hoirs 
will bo entitled to rocoivo only tho amount of premium paid by him and in tho 
oront of his death in tho second or third years, his hoirs will bo entitled to 
rocoivo not tho full sum assured bnt a proportion of it, say one.third and two. 
thirds. Tho society should accept full risk undor tho policy from the fourth 
year. 

2. CooperatiKe Homing^ Considerablo intoi-cst has been aroused in 
recent years in tho problem of town planning all over India, and a large number 
of cities and towns will ha\o town planning schemes as part of the post-war 
(lovolopinont plans. On account of its various advantages, bousing on a co. 
oporativo basis can well claim io be accorded a prominent placo in those schonios 
of town planning. 

In any housing scheme, cooporativo effort has an advantage over privato 
enterprise because it is primarily concerned with tho intorosts of its members. 
It can ascertain tho kind of houses tho members want to build, and bring about 
cordial relations between its members as tenants and the members as landlords 
in their corporate capacity. It can give to its members freedom from the 
landlord's arbitrary interference and^can arrange to share tho responsibility and 
risk of ownership with its momhors. 

Cooporativo housing socioties are generally of two main typos t (i) tonants' 
cooporativo societios, which btuld or purchase houses for sale or lease to their 
members, and (li building' societies which facilitate tho ac^iuisition of houses 
-through tho grant of loans made on mortgage security. 

Housing societies estahltslie*! on cooporativo lines have been organised 
in certain provinces of India, hut their activUios ' have been confined tn urban 
areas. 

3. CooperaiivA Transport. With the dovolnpmonl of roads on a largo 
scale during tho post-war period as planned by the Government of India and the 
provincial governments, numerous problems in connection with regulation of 
road and rail traffic and tho maintenance of efficiency of the transport system 
will arise. Those problems will bo complicate*! by the fact that most of the 
motor transport vehicles are at present owned by an e.vccsaivoly large number 
of potty individuals who have insufficient resources and are ill.oquippod to 
render efficient and cheap Eorvico to the public. In order to increase the 
efficiency of the transport system and to improve tho economic conditions of tho 
persons engaged in it, it is nocossarj' to organise them on a cooperative basis. 
Moreover transport organised on cooperative linos will bo more amenable to State 
regulation than a host -of individual lorry owners each plying his own vehicles. 

4. MultipnrpOS6 Societies. It is generally accepted that our rural 
development schomoa should be based on cooper6tivo principles, .Some type 
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of cooporativo bcIjod is necessary. This may bo taken either through single 
purpose Bodolica or through muUipuTposo sociotios. A muUipurposa cooporativo 
society is one which remlera a variety o{ service to its roombors. 

Aa tlio supply of crotlil touches only one aspect of the life of the cultivator, 
the activities oi the prim try cooperative societies should bo so extenilert as to 
cover the whole of his life. The primary ciedit soctety should therefore "be 
reformed and reorganised so as to sorvo as a eeutio for the general economic 
developmont of its motnbors. A uiultipurpose cooierativc society may perform 
the following functions : — 

(^) To finnneo crop production ; 

(it) To act as an agent for the sale ut produce to tho nearest cooperative 
marketing organisation , 

' (c) To supply tho farn>er'e simplo needs for crop production such as 

seed, cattle feed, fortiliaor and agricultural implements, and also 
consumer gooils liko cloth, keruaeno, ailt am! matclios , 

(f/) To sorvo as a mdk collecting elution for the nearest dairy and u* a 
contio (or aiiinu) hrst uid and iuaiDlou,uvco of stud bulls , 
fe) To servo as a contro for tnaintaming .vgricultural luachinery for tbo 
joint use of the morobors , and 
f/) To encourage subsidiary occupations lor iu members. 

The provincial govorninonts arc creating pmciiayats in rural areas } 
thoreforo such functions ns crop phtiiniitg, iriig-itioo, fuel plantatioo, uinnagouient 
of pasture land and conservation ot (odder may bo loft to bo taken over by 
p.inchayals. 

Tho arguments advanced ng.iiust the rauUiputiK>so eocmties have beur 
throe I fi) It mixes up the accounts ot tho various activities and thus 
coucoul tho true position of any ono type of activity , fill The failure mono 
respect may entail the winding up of other useful activities; and(iii) Since 
tho operations would becomo complicated, a tew inteUigont persons would come 
to control tho society and this would be against the cooperative spirit. But 
ihpso objections can bo easily root, Boparato accounts can bo maintained for 
tho various acliTities. Tho losses on account of any one activity are not likely 
to be BO great as tc noeessitats the winding up of all activities of tbs society. 
The fear ul tho control of the sooioty passing into the hands of a few arises 
bccaueo cooporativo educatipn bus been negleclgd so far. 

It is tiue that too many functions dioiild not bo tacked on to tbe objects 
of a multipurposo socioty. Cre«lil sociotios should first bo made to supply 
essential agiicultural and domestic requirements and act as agents for the sale 
of tbe produce. 

Test Questions 

h WL,vt lire the adviuitngos and disadvanUgos ot a single entruprenaur 
busiiiQSS ? Discusra the piosiwcla of such a form of business organisation in 
India, fAgm S, Cd»i. 1948^ 

1 
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.2, A solo tr^ilor whoso husinoss is expending feels the need of soma 
assistance in his business. Should ho take a partner or engage a servant ? Give 
reasons. ,(Bemiay /?. Ccm. 194^} 

S.; What are the requisites of an ideal partnership? Under what 
circumstances can a partnership bo dissolved ? (Agra B. Com, 7948) 

4, What is partnership, and how does it differ irom a joint Hindu 

family firm ? (Agra S. Com, 1946) 

5, Specify with reasons the important clauses which should be included 

in a properly framed partnership agroomont. (Agra B. Com 1942) 

6, What aro the advantages of registration of firms ? How may a firm 

be registered ? What do you understand by the principle of 'Holding out’ in 
a partnership concei-n ? (AUd. B, Com. 1938) 

, T". Wliat mo tlio clitof cIiantctorisLlcs of a joint stock outorpriso ? How. 

do you account for tho slow prog«o>s of this foiui of business orgAnisation iu 
India ? ' ' (Agra B. Com. 1041) 

8, Why is the joiut stock coiniMuy so popular .is a 'fortii of business 
organisation f (Bombay B. Com 1945) 

0. Discuss, with spoctal reference to the foHoNving statement, the principal 
abuses to which the system of joint slock enterpn'so is open Jo this country 
'The distribution of shares among the* various categories is so arranged as to 
ensure a oontroUing \oice in the management to au individual or a small group.* 

(Agra Br Com, 1944) 

10. What advantages does a Ifmitoil company enjoy over other forms of 

business organisation 2 (Agra B. Com. 1948) 

11. Being invited to interest youtsolf finascially in a business, suggest 
the points would influence you in making a decision. (Bombay li. Com. 1936) 

12. Compare the business position of a cooperative society with that of a 

joint stock company. (Bombay B. Com, 1947 ) 

Juisj’noS'^ .ojnajusation 

in India. [Bombay B Com 1940) 

14. What suggestions would you make in regard to Ibo form of 
organisation suitable for cottage induslties in India ^ (Agra B. Com, 1942) 
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COMPANY ORGANISATION (1) 

As already stated, the law relati’og to companies fs contamed m the Indian 
Companies Act o{ lOld , and BectioQc mentionod in this and the following two 
chapters rofor to this Act. 

Methods of Incorporation, A company maj ho incorporated in any of 
llio iollowins three ways • — 

1. I'o'/til rharlt-r This method of incorporation applied especially 
wl 010 (he corponlton wishetl to e^freiso some of the prerogatives of the Crown, 
such ns the govuinn ent of a ton«ioiy, the raising of a military force or matters 
of that Vird. The r>4ht to exoicise these powers is given to the company by 
the tours of the ciiaiter. \ weU.known eiemple of a company formed in this 
w 0 is th it ol the K st India ComjiaDy. This method is rarely adopted nowadays. 

Coropao-es in corpoiated by royal charter aro called cbartered^compaDjes. 
Very often they use the w.>iil chartered as prrt of their name, the Chartered 
13.ink of Indij, Australia and China. Where the liability of (he membeiv of n 
chartered company is limited, it is not usually necessary to use (hat word ss' 
part of the name. 

3. I'll Art of Leghinttire. This method of iaeorporatioa fs 

followed in the case of comp-aoies formed for the purpose of carrying ob some 
huainess of national importance. Such companies are known as 
companies. B ach statut ory company is governed by the terms of its special 
Act. There nro a number of“ alalulory companies in India, which have been 
THrired either by special Act of tho Itritish Parliament or by special Acts pf the 
JniJi in I^egisl-itiiro r.vaiijplos of such compioios are tho various sterling Bailway 
t'onipanice siicii ae tlio I.nst Indwn Bailivay Co., the f*. I. P. Baihvay Co., tho 
liupoii.'l Until, of Indi.i, (lie Bo^erve Dank of fivlu, and the Industrial Finance 
Coipoiation. Like cl altered compmies, statutory compunies aie also limited 
compan'es, Let they .no not icquired to use the word limited as part of their 
u imos. 

3 By fiicorporation tmler Ihe [ndian Companii-s Act. This is the 
usual mothcul of incorpoiatioD availsble to any company, the other two methods 
bein'' rarely used. Barring a few chartered and statutory companies, all com. 
pan’os have been founod in this way. 

Prohibition of Large Partnerships. Section 4 provides that not more 
Ih.an ton persons can combine to ether for carrying on a banking business, nor 
iiiora than twenty persons (or carryuig on any other kind ol business, cnless the 
association h rogtstergd under (he Indian Cmupanies Act or is formed in any of 
thi other two ways. An nssooistion of more than twenty persons, which exists 
POt for gain but for some other purpose such as the premotiOB of art, charity, 
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etc., cloe3 not require registration. The object of the law is to prevent the 
mischief arising from large trading undertakings being carried on by large fluctuat. 
ing bodies, so that persons dealing with them do not know with whom they are 
contracting and so may be put to great expense, which is a public mischief to 
be repressed. 

The term persons includes any company or association cr a body of indivi. 
duals whether incorporated or not. Therefore a joint Hindu family as represented 
by its manager or karta counts as one person, because it is regarded in Hindu law 
as a distinct entity by itself irrespottive of the varying number of members 
composing it. It is, therefore, expressly laid <]o\\d that section 4 does not apply 
to a Joint Hindu family carrying on the family trade or business. However, 
if two or more such families form a partnership, minors are to be excluded in 
computing the number of persons. If a joint Hindu family can-ies on its own 
business, section 4 does not apply to it , but if one or more jo-nt Hindu families 
combine with one another for carrying on a business, each joint family shall not 
count as one person but as many persons as there are adult nromLers in each’ of 
the joint families. A registered compa n y wo uld, of course count ns oiio person. 

An association formed in contravention to section 4 is uh illegal association. 
An illegal association is a jihantom , it has no legal existence. Ihe consequences 
of an illegal association are as fellows : — 

1. Au action liy an illegal association, whether against a member or any 
.other person, will fail if the illegality of the associatiou is disclosed. Such an 
association cannot sue, even if it is subsequently registered. 

2. Every member of an illegal association is personally liable for all 
liabilities incurred in the business^ It means that a suit would lie against every 
member of an illegal association and not the association as such for enforcing 
all liabilities incurred in the business of such association, irrespective of whether 
the plaintiff had no notice of the illegality of tbo association. 

3. Every member of an illegal association foimad after 15th January 1937 
is punishable with fine not'exceeding Rs. 1,000. 

Kinds of Companies. The Act provides for the registration of throe dis. 
tinet kinds of companies. viz.»" c omtmnies lim itedMu^haviS.: c ompanies l imited 
h i 1 Quayontee ; and unlimif& l companifJi. The principal form of registration is 
that of a company limited by shares, whereby each person becoming a member 
of the company acquires one or more of the shares Into which the capital is 
divided, his liability being limited to the amount for the time being unpaid on 
the shares held by him. A company limite'd by guarantee is a company having 
the liability of its members limited by the memorandum to such amount as the 
members may respectively thereby undertake to (xintribute to the assets of the 
company in the event of its being wound np. Such companies are either those 
having a share capital or those not having a share capital. An unlimited company 
is little more than an ordinary partnership, each e intgjiold er being liable for the 
debts of_t |)ej? ompflny to the last pie. He is, however, free from liability at the 
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on(5 of a year fron) 3})S coflfling to Iwa member. Such co mp-tnteq ara practically 
oon.exhtc nt. 

Again, the companiea that may be reglstoiotl under the Act are divided 
i nto^privalo and public compani^ A prlta/e rampant/ is oue which by its 
art’clos restiicls tho right to transfer its sbaias. limits the numberof its roembora 
(exclusive ol present employees) to fifty, and prohibits any invitation to the 
public to svil'Scn'iiQ for ony shares or'S^ntuies of tho company. All companies 
that are not piivate contpati'es are deemed to pult/Zc raiiipntiirs. 

Coinpnitied hmilfd by gi>aranteo and unliroiled coropaniefl eio qnite tin. 
suitable for commercial undortahm„8. It is with the formation ond ndministra. 
tion oi companiuB limited by sharos that wo are principally concornud. 

Flotation of Public Limited Companies 

Thore flio two terms — company formation and company flotation — that 
nro often used as iiaving tho stmo moaning But strictly speating theie is an 
important differctico tetnoen tbem. Flotation is a wider term than fomiatiou 
Formation ma) bo taLon to moan tho cruatioa and bringing into being of 
tho onlity to voyngo upon tho eoa of conimorco. Flotation may be described 
as tho I lunching oi tho cialf. comptcled ami oquipiicd for US voyogo oi unlnown 
dmiition Thus tho llolatum of i eoropiny includes not oply^ Us Joijnatjon, hut 
nho the laisinii of cii pit >l_flOfc ded.f< u its biismo ss and the completion of ali th ose 
logil formalities which are oocossary boforo it cun v.ilidly commonco biisiness, 

7be Promoter. certain amount of ptelirojn aty x vprh is necessai y befoie 
a company can ho brought into esistonce, and tho person w ho car ries out this 
worh is callod the promut or, who may be an indivuluai. firm or company. It is 
dllficuU to fiamo a goo<l dofmitioo of the term promoter which is not a tei-ni cf 
law hut a term of business usixl to describe tho person or parsons who undertako 
to form A company with reference to a given object and to get it going, and who 
take tho necossarj steps to accomplish that purpose. 

A limited company nu> bo formed either to take over an already esisting 
business by purcb.isa oi lease, oi start on entirely now one, and the woik of the 
promote! in this connection is as follows i 

1 . To conceive the idea of forming a company and to explore its possi- 

bilities. 

2. To get together a numbe r of persons wh o may sign the memorandum 

of association and net as its first directors . 

3. To settle tho name of the compony, the amount and form of its capital 

and to arrange for underwriting. If nocessaiy. 

4. To select banks, auditors, brokers and legal advisors, 

C To have tbo menwrandum and articles of sssociation and the prospec. 
tus drafted. 

0. To attend to the registration of the company. 

7 To anango for tho completion of contjacts with yendois, underwu'toia 
fvnd managing agenlg. 
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8. To do the filing, issue ami advertising of the' proqpoctu?. 

9. To pay preliminary expanses. 

10. To secure allotment of shares and debentures. 

11. To take^ steps to obtain the certificate entitling the eomiwny to con. 

mencQ business. 

12. To arrange for office, factory, machinery and the necessary staff. 

In India thei-e are no specialist agencies for doing the rvork of company 
promoters; and persons, who want to become managing agents usually act as 
promote rs. Such persons first as pioneers, Iben-as piomotars-and-finally as 
managing agents. As the managing agents wield a powerful influence over 
the management of companies in this country, it has been very aptly remarked 
that they are p'onoers cum promoters cum Dtaoaging sgonlB cum orerlorde — all 
rolled into one. 

Preliminary Contracts. When a company is to be formed for the purpose 
of purchasing or leasing an oxisling business or some other property, the promoter 
naturally would not like to incur the expense of forming it until a binding 
contract has boon made with the vendor or leasor. These contracts are made 
between the promoter ou the ono hand and the vendor or leaser on the other, and 
as such they are not and cannot be binding 'upon the company. Such contracts 
are nsually made voidable by either party in the event of the proposed company 
not being formed, the minimum subscription not being obtained, or if the company 
is formed and docs not adopt the contracts witliin a specified period. As the 
company is not a party to the contracts, it is usual for the company, -when 
formed,, to enter- into new agreements in terms similar to those adopted In the 
original contracts, in order that the promoter may bo relieved of liability. 

Promoter’s .Remuneration, Tho - promoter has freguonlly to do ^lot of 
work Jn_ coimectfon with Ihe flotation .of n company, and it is only fair tliat he 
should be remunerated for his services. He may ba remiinoiatcd in any of the 
three ways i —Ha may pass on the business or other iiroperly lo the company at 
inlUtcd price ; he may be given a commission on the purchase price of the 
business or property taken over by the company ; or be may be granted -a certain 
lump sum as remuneration. Tho promoter’s remunerat'on may ba^paid in cash 
o r part ly in cash and partly in shares and debentures of the company. It will 
he pointed out later on^th^ whatever remuneration tlia promoter gets is to be 
disclosed in the company’s prospectus. It may however ho stated tbit in India 
the promoters, in order to become the managing agents of the companies they 
promote, do not taka any remuneration for their son ices, because as managing ■ 
agents they will be able to earn a lot. 

Formation of a Public Limited Company. The following stops arc ncccs. 
sary in order to procure the registration of a new company * — 

1. Filing the documents named below with tho Registrar of .Toint Stock 
Companies of the Province in which the registered office of the company is to *10 
situate 1— 
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(n) Tlio M oiuomuJum o( Assocution and the ArticJes of Assocktion sif'ned 
i>y seven rorsons (Soctwn 22'. If a company adopts Table A in its entirety, ib 
n^iSilTiot’filo any epocial articles, but the fact must bo endorsed on the memo. 

ramlum. Tlia memorandum and articles rwiuire a sUiiip duty, which differs in 

Iho different provinces of India. 

(b) A list of persona who have consonted to bocomo directors of the comp.'sny 
(Sec. 84). 

(c) Wiioio the directors nro appointed by the aiticlcs, each such director 
must sign and file with the registrar {a) a written consent to act as director, and 
(5) cither sign the memorandum for a number of eharos not less than his qualifi. 
catinn (if any), or take from the company and pay or agrpe tn p\y for his qiialifj. 
cation sh.iroa. or sign and bio with the Itogistrur a contr.ict in writing to tuko 
from the conijuny and juy for bis qu.(liffca(iuii sb.tics (if any), or m.iko ami file 
with Iho Itogislrar an affidavit tu the otfeU tiul a nuinboi of sh.irus not loss tlmu 
ins ijualilicntiuQ (if any) aio rogislcicd in his naiiio (hoc. 81). 

((f) .\ statutory declaration that tbo ro'|uiiuuionts of l.iw iur icgibluiioii 
Imvo been duly tumpliod with (Sec. 21). 

(e) Notice of tbo situation of tbo company's le^isterod office (See. 72). 

if) Prospectus or State ment. in.lieuj of imispc c^s^Secs* 02 and 08). 

iV. H . — Number (c) aod ( /) may be filed oittior «{ the lituo of rogistrut/oa 
or shortly afterwards. 

II, Faymoot to the Bogistrar of the following foes. The fees way be 
paid by dopositiDg tbo required amount into a OovornnioDt tica&ury. 

(u) Dufy payable by a company having share capita). 

lU. 

\Vboi'u the c.spit»l does not escood Bs. 20,000 ... 10 

M'h(jr<! tbo capital exceed Bs. 20.000 — 

I'm every Bs. 10,000 or p.nt thereof up to Us. 50,000 ... 20 

I'or ovory Ba. 10,000 or put tboicof beyond Rs. 50,000 and 
up to Eb. 10,00,000 ... ... ••• ^ 

For Every Es. 10,000 or purl thereof Iwyond Rv. lO.OO.OOO’ ... 1 

The maximum duty payable is Rs. 1,000. and this maxi num is loachud 
wlioii the capital is Bs. 52,50,000. Moioovor, wboiwvei the shuiu t.ip tal of .i 
company is incroasoJ, only such additional duly betomea payable as jopiescuts 
the difforonco between the duty tlmt would h.svo been lequiied to be pauI, it the 
iucicaso had formed part of the oiiginal sliaro o.pital and the duty that has 
actually boon paid. If a company is originally registered with a share capital of 
Eb. 10,00,000, it pays Es. 575 as duty theieon. If subsequently its share capital 
is increased to Es. 15,00,000, the extra duty payable will be only Es. 50, because 
the duty on Bs. 15,00,000 is Es. C25, and Bs. 575 luis already been paid at the 
time of the company’s registration 

(b) niing Fees. 

I’oi ovory document with tbc Bogistrar .i GImg foe o(,E8j^3^3tC 

bo p.vid. 
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Certificate of Incorporation. After tbo filing of the necessary documents 
and tbo payment of the prescribed duty and fees, tbo Begistrar, if be is satisfied 
that everyth ing la in order, grants ft certificate of inoorporaUon stating that i^a 
c omp any is incorporated and, is Jiir\itod. The effect of incorporation is that the 
subscriSere to tie memorandum, tc^etber with such other, persons as may from 
time to time become members of the company, become a body cor porate, with a 
distinct entity from such merabera and having a ^perpetual succession with a 
c ommon seal and with the liability of the members limited to the amount for the 
time being unpaid on the shares held, by them. 

The three important documents, namely, the memoranduoi of association, 
the articles of association, and the ptospectus will now bo considered in detail. 
ia) Memorandum of Association 

This is the most important document, as it forms the charter of the 
company and is, so to say, the ‘ statutory dee d.Qf.putnei'ship.* It contains the 
fundamental conditions upon which alone the company is granted incorporation. 
It proscribes as well as limits tbo liability of tbo mcmbora. All acts oxccediug 
the poweis taken in the memorandum are «ffrrt't>i'rc5 the company, i-c-, beyond 
its powers, and arc thorofore null and void. The memorandum of association of a 
company limited by shares must state — * 

(a) The pamc.oj^th^wmpany with ''Limited'’ as the last word in its name; 

(h) Tbo pcovioco in which the iggistor cd office of the company is to be 
situate : 

(f) The objects of the company ; 

(d) That the liability of the metubers Is limited 

(e) Tbo amount of shares capital with which tbe company proposes to be 

ro'^istered and the divistoo thereof Into shares of a fixed amount. 

It concludes with a declaration of association wherein tlio subscribers 
to it state opposite to their names the number of shares they respectively 
agree to take. The signatories must sign in^ie presence of at least one witness 
who must attest the signatures. 

Nam e of Compan y. ■ Subject to the restrictions mentioned below any 
naino may be chosen for tbe company. It is advisable for the promoter of a 
proposed company to ascertain fronf the Bogistrar whether the desired naujo is 
available for registration, because if the proposed nanio wore not accepted much 
trouble and necessary expoDse would be caused. It.-ag.wX(8ual. tu . select a name 
which^jives som^^indjeatmn ^ tbo^ cMnipany’s business. It is 'not necessary 
that the word 'company' should form part of the name. The naniG of & company 
may include personal names or it may be of an impersonal character. In Iha 
former case tbe valuable goodwill and reputation attached to a personal name 
is retained. 

(rt) The name should not bo identical witii that of another existing 
registered company or so nearly resembling that name as to bo calculated to 
deceive, cxcept.whcro tbo company in existence is being dissolved and signifies 
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its CODBont m s««b .B Iho Eoeistat »ay 

lb) Tho «ot.lB Cm»r, Ilmpoior, Enipio«s.>i:o>'»'»f. K'».; 

Quo«n,Eov..l.StBl«.ncBC,voBB„k,B..kofBe.gaI, B.nk of MadraB Bank of 
iroo,l,av »ordBOB,,.o>„.vU.oaanol,oo,app.o>a.Ior patronajo of tl.o Oman 

„, tl.oGov..nrooolofIn,liao,a IboBioofal Ooao,o....ot n.».t not bo UB.d a, 
pail of tbo name, oaaeptaa .lb Iho previous sanofon of Iho Coolral Govomo. 
beiu" ol)Uined ill writing (Soction Tl). ... 'wo, 

(,-l Under ll.o p.ori.iooa of tl.o Co-opotaliio Soo.otios Act, every compani 
„„l ....istorod under ll.o Act i. prof., b, led frooa usioj Ih, v,o.-d ■Co-oporal.io’ a, 
,.a.l of ilB name n ilboul Iho notion of Ibo Proiincial Govorn.nent. 

(,() Iho name abouUl nol'eor.toin tho word Mnn.eipal or Chartered or any 
Olho. wo,d nhioh BUSseslB or ,B oalcolatod to ousse.t eonneol.on w.lh any 

:,n.nio.pably or olb.r local antbor.ly or with any socle., or body ..eorpo.alod 

b, ,oJ..l chador.^ „ 

,oeojniBOdoonln.a.o..lbc.e«l.ooba,Hd. n.uB. he used a. tb. l.sl word o 

Tseeliun 73 .olu.ros Iba. .. b.n.tct con.pany'B name moot (a) bo painted or 
airtsrf on the onlB.de of orory ollke or place wboio it IraoBact. bn.,ne.B .n 
It nf tho icni.iculars u8o«l in that place j (&' be engraved 

Ensbsb as oieolionod In EnpliBh in all notices, adverlise. 

in Bnpbsh o, ,„,.pa„y, „„d on all hnndis, bill, ot 

men s, on o , etc . and on all orders for money or goods and m all 

exoliango, pronotos, cliequos, eic . u 

in.oicOB, rocoipU lettc^^^^ o'" be .lle.e.l ... l"o nays under section 11 1- 
^ I :,t-,.Uo»loi>ily rogistoroil a name similar to that of uu 

(/) n a toiiip.my us simply with the eanctimi o{ the Eegistrar : 

speciaLrosolm 

. . ,, ..-1 „f tho I’joTincuI Go^ornnlont obt.iineil in writing. 

tioi!and_«.lli ■"“W" .pi „„„;„a;dum ot oseociation iloea not show tbat 

„ g,'Ah:':'t:‘cd -ntco, b„. . 1010 . C„ly ^0 p. 0 ,i„c. m Wbic.. l. iB 
addles. ... li.c ” |,,|„„,„pany8hallastiomtboday on winch it 

BdUatO bCG'On . Jgy gllgg Hg „t 

bosn.B to C rry on ^ rcg.sle_.od oftico to whieh all communi. 

iiicorrmatioD, r, iK Qie , Notice nt'the uluation of the registered 

bo gi.cn within twonty-eight days at, or 

Tic. and oI..,y chans. tl.or..n . B ^ 

ttrcdatoollh. .,corpor.l.»oI.h-.«^___^ 

be, to the Begistr.ir who s luothDr in tho s.xme provinco ; 

beading. 
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Objects of the Company. Tho objects clause in the memorandum o/ 
association is of the highest importance, because it not only defines but also 
limits the scopc_£f a company's operations. It is, therefore, essential that this 
clause should bo framed with tho utmost care. Tho objects of a company must 
D pt be illegal, that is to say, they must not include anything which is against the 
Indian Companies Act or against any other law. For example, powor cannot be 
taken by a company to buy its own shares, to pay dividends out of capital, to 
restrict the auditors from disclosing certain facts to the shareholders, to prohibit 
tho shareholders from filing a petition for winding up, or to do any act contrary 
to public policy. 

The objects should be stated fully and clearly and should include every, 
thing which may be necessary to enable the company to carry on its business, 
as the powers of a company to transact business are limited to the objects 
specified in the momorandum. Bvorj'thing beyond tho scope of tho memoran. 
dum is ultra vires the company, absolutely void and incapable of ratification 
even if all the shareholders assent to it. Therefore, in practice, the clause is 
made as wide as possible. - 

Persons dealing with a compjvny are deemed to have notice of the provi. 
Bions of the memorandum, and to have notice of the limitation of the company’s 
powers therein contained ; and if they do nut ascertain the extent of such 
limitations they enter into dealings with tho company at their own risk. 

If a company wishes to alter its registered office from one province to 
another or to alter the objects clauso of its meuiorandum. it can do so only by 
passing a special resolution confirmed by tho Court, and thou only If the change 
will enable It (n) to carry on’ its business economically or move efficiently ; (6) to 
attain its main purpso by new or improved moms; (i*) to enlarge or change 
the local area of its operations ; id) to carry on boine other bushxjss which may 
be conveniently combined with its own ; (c) to restrict or abandon any of its 
objects; if) to sell or dispose of the whole or any other company or body of 
persona (section 12). 

Share Capital. The amount of capital with which the company proposes 
to be rogislerod and the number of shares into which it is divided are to be 
stated in the memorandum. It is not necessary to distinguish the different classes 
of shares in this clause of the memorandum, as this cm be dune by the articles. 
If a distinction between shares of two or muie classes is not made in tho 
memorandum, it does not necessarily imply that all tho sbaios arc to bo on 
equal footing, for in tlmt case lbs articles may authorise the issue of shares 
carrying different rights. If the rights attached to tho different classes of shares 
are dofinod in the momorandum, they cannot be altered except as provided for 
in section 153. Tho rights defined in llTo articles can, however, bo altered simply 
by moans of a special resolution of the company, so long as tlicre Is no special 
contract to tho contrary between tho company and the shaioliolders whose rights 
are proposed to be altered. 
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It i, »>1 p™a»»‘ ‘p 

1 rnAiipi' conTert. Bab-diTido and consolidato the share capital 

potter. .olncr.».,ro to . con - . or ipcrcca. .ith or 

»"■’ ' .pi o. •.n.lM " 8 ht. or condition. .. rcg.rd. 

trc!:pr,.l«’oro.h,r»* .« in airsc. 

ton by m. e . ^gbl. .. .lorcld. By .o doine. the du.cton 
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Z to “be ebenging cxigcncic. end ,.,„n.n.e.t. oI „nnpcny J.tbont nccc 

.noting ent irii:™ - 00,1..^ 

IlBoaulhouser „ny „( its sl-are capital into shaves of larger 

rinonnt;(rUonveit.Upu<t P . /.,Unb dirido its shares or any of them 
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ioto .h.n. ol .mcllo. .„p„pt of tbe 

op or .greca to be . P co„(ort»a by this .ection mu.t bo 

eancoUod shaies (80<.tiou • ■naually a company tahes power 

.,„ci..dbytl,ocomptnvmg.»enln..ol.ng. B.U.11S . 

iu it. article, to do nil tlioce tbing.- ^ p .peoial leBolntio n after 

II„autbo.i.eaM .t.a^nl^t („, tj, „ti?j„i,ting 

c^ n , it.on 'V - i„ „.p.o, o, .bar. capital net paid np ; 

ndncing tin babllit V ^ ..y p„,,. 

(M bj cincollingpo . " ,p. eompany. ttants , U) in any other 

irirorol ■= 

lor rednerg .hare capital. „( 

„y 

the Cenrl for the p„t ,b„„gb any scheme of arrangement 

Under section IM p,,. „„ a reorg.ni.a, 

holween the company and »ts 

lion of the companj-s Shan g.tcrmino by special tc.olnlion that 

A Company m) . .^.,1 „„t bo capable of 

any speoCed lb, pnrpo.e ef the company being 

being called np oscep .. 

connd np. Snd, a poi ■ ^ ...mri.tion state, tbat.the liability 

Limited -^r „<* possibfe'trSrtb; limited liability of the 

oUbe..n^nd»nJ^mit« bnt the m.morandim may proyido 

members of a limited P ,...„. liability of the directors. And if the 
npd.r teetiop JO ‘ „ i, .an be .Wared (ff SO aplboiised by the 

jnemorandnm does not so pro 
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firticlos) by passing a’ special resolution so as to render tbe -liability of its 
diTectora VTOlimited. 

(b) ARTICU3S OF ASSOCIATION 

The a rticles of .association of a j^npanv are the regulations or bye-laws 
lor carrying into effect the objects defined in its memorandum of association anti 
(or the mtt nagement cHts internal j^ffaira. The ’articlos* raoarjs .the articles of 
association of a company as originally framed or as altered by special resolution. 
The articles are subordinate to the memorandum and they cannot go beyond the 
scope of the Act and the memorandum. 

The articles must be printed, must bo dhided into paragraphs consecuti^ely 
numbered, and must be signetl by.oach subscribor of the memorandum. 

Application of Table A. Tnido A is a model set of 110 articles printed 
in the Fimt Schedule to the Act. A public limited company m.'y adopt Table A 
wholly; or adopt it to tlid extent that It satisfies its lequimmcnis, framing 
special articles to meet special needs ; or di-aw up and register its -own special 
sot of aiiicles. If no special aiticles aro filed, the memorandum muet 1 o endorsed 
'‘Registered without Articles” and In that case every member of llic company is 
bound by Table A. 

Private companies, unlimited companies and companies limllod by guarantee 
mtsst file tbeir own articles, as they cannot adopt Table A in its entirety. The 
articles of a private company must include provisions in accordance with section 
2 (IS) and also bar certain clauses of Table A which are inapplicable to private 
comprnios. In the case of a company limited by guarantee or an unlimited 
company, under section 17 (3), the articles must state tie amount of share 
capital, and, if it has no share capital, the miraber of members with which the 
company proposes to be registered in order to enable the Reg’stiar to calculate 
the duty payable. 

Section 18 provides that, in the case of a company limited by shares 
(whether public or private), if aiticlos aio not rogistored, or, if articles are 
iogistei*ed in so far as the articles do not exclude or. modify the regulations of 
Table A, those regulations shall, BO far as applicable, 1)0 the regulations of the 
company in the same manner and to tho same extent .as if they were contained iu 
duly registered ariicles. Moreover, under section 17 (2) regulations 60,00,71,93, 
97, 105,107, and 112-1 10 of Table A compulsorily apply to all companies, and 
regulations 78-82 only to public compauios. 

Subject-matter of Articles. The articles of a company usually deal with 
following matters i — Exclusion or modifications of Table ; adoption of preli. 
minary contr-acts ; number aid value of shares; allotinont of shares; issue of 
share certificates ; calls on shares ; comimny's Hen on shares ; forfeiture or 
surrender of shares ; transfer of shares ; increase of capital ; reduction of 
capital ; boiTowing powers of the company ; rules regarding general meetings; 
appointment, remuneration, powers, etc., of directors and managing agents ; 
declaration of dividends and transfeta to reserves ; keeping of Look 
and audit ; ruleq as to notices ; payment cf commission and bj okeiv, 
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i^poclio,. 01 .h. Lnol-, o. tl,. company: .PA ,„eh other p.a«.r. may be 
HBCosoary for tlio mlministrutiun of tho wirwpany. 

„ eoeontancc y,th .h« P™y-»« »' «» » “mpany cap Caere. 

1.. ,v».pn it is ftuthori-wa to do so by its aiticlos. and if tbo 
“tirs doTot confor tho nocossrry authority, they 

nro S''CQ wt’oiir 41. 4'1. 4U. -i.h •'^p 

’eSc^ of Article. flPAm ““ rl 

Effect of Article.. „p,c.oot,itive. to the .amo extent 

,1m mcn.t.c,.l„. 11.11 ar the" by each 

«. itthci hnrl been aigPCil liy-oac '^mm^^ „„,l,t„te a contract between tho 

inenibo, to nbserie then. ^ „,e,„beip. Thus the company 

eompiny anil its iicinhota m tin ebsorrhig tho prorision. of the 

car. bring an action ag.lnst . \ "....mber, arhos. .ha.o, 

article., for „.c p.oai.ion. of i„ iirticl... may 

hivolwn(oih‘lodhyllio^omi*n > -. „pon tha company in 

quo tho coinp"n> llio artudes • ._ic«r8 whoro o ri.iht is chimed by 

itqrohtionswitlitht3oul8idorsoro\eniiiu' booiiuso 

..icI. mcnihcr, ...t a. memh... but in -o™ “ ' 

tl.o oiit.ites pro not a party to llic crt.c oa 0 ^ comp.uy become 

Upon reg'stnitton, the moinoraDium • ^ legistered company must 

public documents arid imyono ctho h.vR‘ V. 1 't i» aUiclos. Erery joint stock 

letakento base nn.co of open to all .ho aie 

comiwny bas its monmuiut nm « tfaecompiny, and those .ho sff 

minded to have any do.i rngs “ ^,11 tJ,jt is contained in those two 
deal with it must be aflectw .• ’» , ^ ( notice of tho memorandum 

itociioent., 1 S , l „„,5 „I ,to company. 

01 articles .ind nl an«l the limitat ons imposed theieon. 

powers but also of t lO yrec o .. bill ot oschanga to be offectiie must 

roresaipple. If tb. article, priiv* “ b ' ^ jg., .t is so 

bo signed by two diiocloi., anyop. wbo Ukes 

1 fny ntlierwiso he cannot chiiu under it. , . • • 

R.goed. for other. Section 20 sijs that, subiect to the provisions 

Alteration of A • . ,ts aomorandum. a company liiay 

of the Act and to tho con ' -js.ios «nd any alteiation or addition 
by eopbiiped in tl.o article, imd be ...bject 
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.Cnliitorj Ue^lm-liom. by_ ...pedal resolution, 

procoduie (Sec. 20 ), 
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r.2 

' 2. The alteration must not go beyond the provis'ons contained in the 
mcnxprandum of association (Sec.' 20). 

■ ’ '3. The alteration must not bo such that it contravenes any of the provi. 

sions of the Indian Companies Act (Sec. 20). 

4. The alteration must not be such that it Imposes on an^’ member the 
obligation of buying or suhscrilnng forjnore shares or jnci-eases^Jiis liability or 
forces him to pay money, to tho company, provided the member las not agreed 
in writing to be bound by such alteration (Sec, 20..\), 

Hfislrictions Imposed by JndirMl Vedxion*. 

1 The power of alteration cannot be used to oppress or defraud a 
minoi'ity of shareholders, nor will lie Court allow a. majority to commit a fi-aud 
on the minority, 

2. Tho alteration should not bo such as to enable tho company to commit 
a breach of contract with an outsider. 

3. The power of alteration should be oxercisod linna fide for the benefit 
of -he company as a whole. 

Diatinction between Memorandum and Articles. The following are 
tho salient points of distinction between these two important documents which 
are the title deeds of a company J — 

1 The memorandum contains the conditions upon which alone the 

eompany -U grantail incorporation— COTilitions_.ivbicli.,!ir 0 ^Jj!idnniontol 
nnaUoroblo. The artiol ea ore tlie ioteX'?! jogolalione ol the tompany and DTor 
thMBTlio.moinbe_r;J'5!?/“l''Si“i^>' ““‘J Hi.oy.cao' be.eoaily altere'rt. 

The'^memorandum cannot give the company power to do anything 
conti-ary to the provisions of the Act. The articles are not only limited by the 
Act but are also subsidiary to the memorandum and cannot exceed the powers 
contained therein, 

3 The'memorandum is in tho nature of a contract between tho company 
nnil the ontsid^wOTlS J^Ji2g_J[iJbJL; Ihorolore n person clooling with o 
c^l^ny is supposoa To know tho proyisions of its momornndum. Tho nrlicles, 
howaver, iio not create n contact between the company and outsideia. Thoogh a 
parson dealing with a company h supposed to know the provisions of its arlides, 
yet if there is a breach of those provisions, he is not effected thereby, providetf 
the'maller was within the powers of tho company as defined by its momorandmn 
. and he had no notice of the breach. 

i The mernorandiira^containe tho objecis and.poweis of the company. 
The artielerprevide the regTlation, by which those objects and powers are to he 
cerried into effect. 

s Tho memorandum cannot he altered ovcepl as TOgirds certain specified 

partieuiars and in aScorfanee with the provisions ot the Act. The articles, 
L'ne the internal regulations ol tho company, stand on a ven' different looting 
n'd are in the powers ol the sharoholdeni themselves, wliD can alter tliero liy 
ipeelal resolution at any timo. 
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Doctrine o(*\JUra Vireg. Tho lomi *ultra vires' (boyoml the powoi) 
ilouotos n >ory import-ant Jogal prioeiple that applies to nil corpomtions. Tho 
principlo is that a corporation is (onneil only for coi tain spucitioil purposes, 
which are (loliiieil hy its chatter, arnl any act boyoml the powers confencil is 
null ami void and h.iH no li^al effect. In the application of this doctrine to 
limited coiiipames theru are threo classes of ultra vires acts, : — 

(a) Those that uro ultra vires the inetnoianduro, e. g.. engaging in any 
business not covatud by tho object claoso of tho tnoinoranduui. Such acts aio 
entirely roid. 

{b) Those that urn wffrrt rircs tho nrtiefos but infra vires tht memo, 
riinduu}, c g., paying interest on calls in odTSuco at a rate liighor than that 
allowed by tho articles. Such acta ara also void, hut tho company in general 
meeting may alter the articles by e. special resoluttan and ratify any such 
unauthorised acts* ^VhaDevor any such act is ratified, the piovisions of the 
Indian Controct Act relating to the principles of nitification must he observed. 

(«■) Tjioso that aic ultra vires the directors but i/itra vires the eompany, 
e. g., payment of u gratuity to nn oinpfoyoo of Ibo eompuny by the diwctcus who 
are not authorised to do Bo The comp.my in general mcethig may ratffy tin's 
cUas of acts by passing an oidiiury rosuluUou. If the company desires to gi^a 
tbo directors additional powers for tho future xvhicb are not provided for by tho 
articles, A special resolution is oocessary, as this would fmohe an alteration of 
tlio acliclos. 

(o) Prospectus 

OeflniHon. Section 2 (1 4) dohocs Uio pii>si>bvtUB ivs any prospectus, notice, 
uroulir, ndvortiscmont or other imiUtion, offering to tho publto for suLscriplfoii 
01 puichasa .my shams or dobcnlurcs ofncompjuy, but it does not include any 
inide aihortiBomout which shows on the face of it Uwl a formal prospectus has 
loon pieparod and hied. Minoover, accoiding to section 93 (3), a circular lo 
existing members or debentoio-holdors of a company iniiting thooi to buy 
further slmios cn ikletiluies is not a prospectus, whether such chcular is with or 
without the right to lonounro in favour of other iwisons. 

.\fter the company has been registorovl and tlio cortilicate of iiicoipoi.ition 

obtained, the next thing fo! tba promoters to do IS to secure tho t.'j/lal lequiiod 

for trading purposes. In some cases tbia capital may be available pin ately, as 
tbo porsous responsible for bringing tho company into oxistonco may be willing 
lo piovide all that is necessary at least for the time being. But usually an 
invitation is issiiod to tho genonil public to Bubscribo the capital. Legally it is 
po^bihle to issue a piospactus oven beforeacoiflproy'is formed ; and u company 
may issue a prcspectus at any stage in its existence and not meioly at the 
coaiinoticemont. , ^ 

Filing. Section 92 lequiies that ev"^/ piospoctus must be dated, a copy 
must be signotl by oieiy dircctoi or innposeil diioctor and filed w>lh the Eegisli.u, 
and tiie piospettus must state ou the face of ft that a copy lus been so filed, 
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Preparation. There appears to Le no rcstrictioii as to the forui in' which 
a prospectus may be piocluced, provW«l that it conforms to the requiromeuts of 
the law — not only the law as applicable to companies, hut also to the law in 
general. It may be printed in booh or pamphlet form, or in colours, or it may 
be accompainod by photographs and pictures. 

Circulation. A prospectus may be circulated by post or otherwise, or it 
may be advertised in the press. In practice many companies adopt both methods 
of publicity. They advertise tbo prospectus in newspapers and also make its 
copies available to tbe public through banks .and brokers. 

Contents. Tbo prospectus is the very foundation of a company's edifice. 
It is on the basis of tbe statements made in the prospectus that tbe public makes 
applications and offers for the shares or debentures of the company. Therefore 
the law is very stringent on the subiect. One of the things necessary in order to 
protect the investing public is to provide them with all relevant information that 
will enable them to arrive at a decieion as to whether they should or should not 
apply for shaios or debentuves of the company. The abuses which the law has 
intended to remedy .are th.it material facts are often supprtssed ; tbe directors 
have frequently no stake at all in tbe company ; many companies start business 
with hopelessly Inadequate capital and consequently fail; much of the money 
subscribed is watered ; and in many cases tbo managing agents are appolned with 
osces.ive romuneratiun and very wide powers. 

The object of law governing company prospectuses is ver>’ aptly stated in the 
following words of a foreign Commission * “We are not so optimistic as to believe 
that any legislation, however wisely conceived and effectively administered, will 
prociit all foolish investments or all unsound company promotions. We haro 
indeed no right, ovon if wo had the dosiro.'to take away from the c!li«cbn Ids 
inalienable right to make a foal of himself. Wo do, however, feel that wo have 
the right to attempt to prevent others making fool of the ciliaen." In other 
words, if the law cannot _prc\eat a fool from his folly, there is no reason wliy it 
should not give a prudent mao guidance. 

Section 93 lays down th.tl every prasfrectus issued by an existing or .-t 
proposed company must contain tbo information suiumariscd below. Auy 
condition hiiiding the applicants for shares of debentures to wai^e llio provisiotis 
of .this section is declared void by Section 96 (I) ; while section 96 (2) lays down 
that no application form must be issued by the company unless it is accompnie'I 
by a full prospectus complying with the law. This restriction, Jiowever, does 
not apply to underwriters or to shares not offered to tho public, 

(a) Prospectus issued by a new company 

1. Objects. 

*rLe contents of tho memcraudum of assucialioa of the company with 
the names, descriptions ond ad^csscs of the signatories and the number uf 
shares subscribed for by llieni juspcctl\cly. This infonnatiou may, however, bo 
omitted if the prospectus is publielicd as a newspaper ad^uifiEcuicut. 
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2 . Director*. 

*1. Iho natucs, ilescriplioDS ftDd uldressc* o{ tbo directors. This should 
not ho done unless the roquiretiMnls of section 81 reganliog the ad\xrtiscmout of 
directors lia%o been complied with. 

*2. Tlio share qualifie.'ttion and retnunaration of directors, 

Ilio direct or indirect iotorest of eierj director in tha promotion of or 
the proport j- to bo jcqijire<l by tbo coidpliq]’, and any sum paid to him to induce 
Iiim to become oi to qualifj him ns a director, 

1. icstrictious imposed h> the uiticlos on the directois’ power of 
maiiageiuont. 

0. 'Iho dales of and the parties lo o%oi> contract logardiug tbo appoint, 
mout and lemuiienition uf a managing director and the time and place at which 
it may bo iuspoctoJ. 

3. Mana^lntt Agent*. 

^‘I. XfiQ oames. descriptions and addresses of (he Di-vnagors and managing 
agonls 

2. .\aj* prorision in the .srticlas or m any contract regarding the appoint, 
□jout and romunenition of managers and nmnaging agents. 

|}. Any comiuissioo on sbaxea and dohoutuies and any discount on sharo^ 
payahlo to managing agents. 

4, Tho dates ot and the parlies to ovory contrect regarding the appoint, 
tnent nud rosuQoration of managing agents and the time and place at which it 
may bo inspected. 

4. Share Capital. 

1. The number of fouudora or ia.(Ojgo(aont or doforred shares (if any) and 
the nature and o\tout of tlic iutorest of tbo liolders in tbo property and proCta of 
the company. 

2. The number of I'oJeeuiablu proferenco ahatos with particulars of 
reJempt'on. 

8. Where the ah.\res aio of more than one class, the lights of Toting 
and the lights as to capital and dividend attaclied to thu soicrai classes of shares. 

4. BesUictions Imposed by llio articles on the members’ light to attend, 
speak or lote .at gonei.il meetings or on ibeir right of transfer shaios. 

0. The amount payable on appUcation and attutmout on eacli shaio. 

G. The uimimum Bubscripiioo ns dufined below , cud ^beio anj pait of 
the sums required fur the mnUors sot out in that durmition is to bo piuviilod out 
of sources otlior than sluro c.ipital, paitieulare of tbo amount to bo so proviclod ^ 
and the souices thereof. 

Tlie term 'minimum subscription' moons the minimum ninomit \\l)ieli, 
in the opinion of diroetots, must bo taisod bj the issue uf share 
. cupital in order to provide for Ibo propcity to bo pureliascil, proli. 

minaiy cspcQsoa and commiss'on on sbaios, lop.iymont ui boirowod 
uionics. und wot kiug capital. P 
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7. Tho names of underwriters and iLo diroclota' opinion as tp their 
financial resources. 

8. Any commission payable on sliarcE or debentures and any discount on 
shares. 

5. Property Purchased. 

1. Iho amount of tho purchase consideration, specifying the amount paid 
for goodwill.^ 

2. If any propcily purchased by the coaipany has changed Jiands during 
the past two years, the amount paid by the purchaser tlicroof at each transfer. If 
the said property is a huflincss, tho profits of such business for tho preceding 
three years together witli a balance shoot as on a date not ntoro tJtan 90 days 
earlier. Tho statement of the^hroo years* profitj must clearly show the trading 
results and all charges and ekjMinscs incidental theielo r.rc/ndojr; (n) profits not 
belonging to tbs period cohered and noD-mcuiring profits, but including 
profits appropriated for taxation or reserN’es. This is a safeguard against inflation 
of assets; but to*be effective there ought to bo an .iscountant's roixjit icg.irdiiig 
profits and a valuer's report regarding assets. 

6. Vendors. 

1, The names and addresses of tbo vendors and ll»e amount payable to 
each in cash, shares or debentures. 

2. The number of sli.vres and dcbenlmcs agreed to he issued as fully or 
partly paid up otherwise than in cash, and the consideration fur llioir issue, f 

i'or tills purpose the tcnn ‘vendor’ includes the lessor wheio the pioporty 
is tahon on lease. 

7. Promoters, 

The amount paid or intended to be paid lo any proiiioloi and the considera. 
tion for any such payment. 

8. Preliminary Expenses. 

*Ihc amount or estimated amount of prcliioiiiary cxjHjiises. 

•S. Afateriaf Contracts. 

The dates of and the Parties to eaery material contract, and a rcasonablo 
time and place at which it may ho inspected excejd a contract entered into in the 
ordinary course of tho company's business. A material contract is one which is 
calculated to infiuence persons in making up their minds whether or not tliey 
may apply for shares. 

Under section 119, the terms of Ihese contracts cannot he altered without 
the consent of the company in general meeting. 

10. Auditors. 

The names and addresses of the auditors of the company, if any. 

I Voluntary iRformation, "In a company piospcctue, besides tho io/ormation 
con'pul«orily icquircd by law, tho following information is usually included 
xoluntarily 5 — Details of share capital and the tuims on which shaics and dc. 
Lcnluics are- being offcrc<l for subscription ; iirocedure «s to how .^ppI^UltK/ns 
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for siiarcs ami dobonturcs aro to bo maclo : a dotailod statemotit about tlio 
compani’s prospects suppoited by facta ami figuics . business nml tecbnicil 
qualificitions oi tlio corupiny's dircctora and othoi officials closing ot lists ; and 
astitomont tli.it an niiplfcition will bo mwla to tbo StocL Exchange for peiinls- 

S'on to do.vl ill tho sh.ircs of tlio coinpiny. 

Closing of Lists. W hon .m intomling inscstui ap|ilies for coit.iiii slmes 
foi w.mling tho aniaiint i(ii[(iit'u(} on uilplication, ho has to wait until tfio lists’ 
close bofoio he knone nliethoi the nuniboi fui wliicb ho h.is applied nill m fact 
bo allotted to him lie may Ioomto all he has uskud for or lie may only icceive 
a portion. 

The subsuiiptiou livts c..nnot. of course, bo clcEod beloio the minimum 
subscription has been npplietl fo» , but the promoters are not always scrupulous 
about their tro.itmont of the bsls An annouiicecuent may sometimes be made 
that the lists closed on sucii and such day. the issue being lie.ivily omrsubscribod, 
when actually the undaiwntois Iwie heou left with a he.t\j' poition of the sluro 
issuo. Tlioi-e.i«on for this manoouMing is simple. Any subscriber cm ailli. 
draw his upplic-itiuii while tho lists rem-iin open and bofoio the directors Inte 
proceodeil to uJlottaeiit. If au issue & dragging, wise or tteid Applicants miy 
hasten to withdrew their applications. 

It must not, tlieiofoic, bo suppo$e <1 that the oaily closing of tho Bubsciiption 
lists necessarily implies » prospoious futiiro for the now company or oten a 
steady and perpetual luaikot in its shares. 

Permission to Deal. It is usually announced on a piospectus that (he 
company ill apply foi pei mission to deal m tho shares on tho Stock Exchange. 
Unless this poimisshin is emight and obtaiood thero will be. of course, no general 
miikot m the shales after tfioy liaio boon allotted. INjrmission to deal is by no 
means granted uKliscrim'n.itoly, ond new issues aio cirofully scrutinieed by a 
epocul committee of tlio Stock Exclwngo bofoie such p’lmission is granted 
\\ lion pemitBsioo to deal line been giantod, tira if»iiio« of the socuritios will 
nppmr 111 tho oflic’.il lints of husiiiese done and all hirgiins {hit Imo hepii 
ontoiod lij tho hiokors will ho roemded. 

Tho op'iiioi) is unfoihmalelj widely pievalonl tint jint bocaiiRe a Qompini 
Ins its Bhaies quoted on tlie Slock Eschango. it thoioby jcqiiiios a ceitiin 
inoisuro of Boundiioss and piomi’se of prospeiity. The fact of tho nnttei is 
that, it noimal bsting loniiiionionta are complieil with, tho Stock Exclniigo 
automatically permits dealings in shares of any company, sound oi unsouiul, for 
it cannot profess to sit in judgment on the inherent BOimdueas, much loss tlio 
futino prospects, of a new company, 

(h) Prospectus issued by a company already carrying on business 
Tho m.itteis mailed witb an asterisk (^, which aio lequired to bo disclosed 
in the prospectus of a newly-inoorporatod company, are not required to be stated 
in the prospectus of an osistiog company if the prospectus is issued moi-o than 
one ye.ir after the date cm which tho company became entitled to commence 
business.' 
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But the piwpcctus issucil by a company which has been carrying on 
business prior to the issue thereof must contain the following ndditional 
information : — 

1. The amount of shares offored oa each previous allotment within the 
past two years and tho amount paid on the shares aliottod. 

2. Any commission on shares or debentures and any discount on shares 
paid during tho past two years, stating separately tho amount so paid to managing 
agents. 

3. The number of shares and debentures issued within the pist two yonra 
as fully or partly paid up otherwiso than in cash, and the considorat’on for such 
payment. 

4. Tho amount p\id within the past two years to any promoter and tlie 
consideration for such payment. 

T). Tho dates of and tho parties to every matcv'al contr.tct. and a 
reasonable time and place at which it may bo inspected 'n contmets 

onlorcd into in tlio oiditiary course of the company's husmfss and (/A contiuets 
made move than two years previously, which ai-c not in connection with tho 
appointment and remuneration of managing director or managing agents. 

^ G. An auditor’s report and an accountinfs report as explahicd below. 

Ucpoi't. Tho report of the company's auditor must deal with 
the following matters J— 

fn) Tho profits of the company for oach of tlio throe Gnanc’al years 
immediately preceding the issue of the prospectus, suppditod by a proporlj* 
classified profit and loss account showing clearly the trading results and all 
^largcs and ospen«c3 incidental thereto oxcltiding profits not bolong'ng to the 
period covered and non-recurring profits, but including profits appropriated for 
taxation or roserres ; v 

(h) The rates of dividends (if any)' paid by the company for oach of tlio 
ihioo yeais staling tho particulars of each clnsf* of share's on whicii dividends 
hat’G 1/eon paid,, that is to say, the total paid-up shaic capitjl and tho total 
number of tho issued shares of each fclasB together with the amount of each 
share; tho source fromlwhich dividends have been ijald ; and tho patticiilais of 
tho cases in which no dii idends’havo^fccen paid on any class of sliaics. 

If the latest available audited accounts of tlie company aio more than throe 
months old on the date ol tho pio«pectus, a statement of tliat f.-ct must bo 
included in tho auditor's ropoit i and if the company has been ciirying on btis’. 
ness for less tlian threo years and its accounts have boon made up only for t\\o 
years or less, then tho auditor’a rcpoil need be confined only to that per’od. 

iiore the company has a Bulsidi'arj' company, similar infonnai'on rcht’ng 
to the subsidiary company must also be incliided in tho .aud;in'’s r''po’.l. 

Tho purpose of this report is to enable the investor to judge by past results 
of the company what tho company may he oipoctod to do in the future. It is true 
that a ropoit on p.ast profits and dividends 'gives some idea .as to icmvnerative 



C05irANY OBGANISATION (1) “ 

dimeter d the iinilorUtins, but it is M >ao to tli« rinjiici il iiosition ol the 
eomlMUy ul.iel. can only lo «ee..Umo.l t.om its li.iUoeo sl.eot, leliich is, of 
cmiise, not to to siiiit iii tlm rtospoctils. Tlicm msy bo moitgigcs euil ohargos 
on tho coiiipiiiy s essots, tliero ntoy U lioayy contingciil liobiliti.s. or tliore m.ty bo 
bail Jolts for uljoli aOeiinato proiision may not Ii.tii> boon iiuJo. llio Jop'oem. 
tioii proiiJeil (or may bo inaileqiialo nnd consimuiintlj tbo block aecoutit miy bo 
inilatoJ. Tho irorking e.ipilal ot Ibe company may bo iiisoincimt. All IhMO 
things nioeli BO iitillv attcet tho lu.lgmont ol tlio intonriing invostors mt i 

niginltotliofiiianoiileoUifonottbocooipinr only bo ..eoit.iino! from 

tho eoinpinya balance shoot. It is. hon-omr, open to Iho invcslom to proeuro n 
ci'l>\ ot t)ie cptnp iMy'« la«t piiHiiheil baUnte m other w.>> s. 

V) A,-, oiiiiliiiif » AVporf If tbo piocooil. ol an issno ot .ha.o. oi ilel .ntii.os 
are lo bo iiplJ eJ Jlroctly or in.hicetly in tbo pitrch.iso ol any It. nos., repo.t by 
a i-og .10, ml aieoiuii i.it t.piii the prolits «I .lie bns.i.Ms inten.loJ to lo piirch.isoil. 
lo, each ol the ihioo tniincil ao.us ...inioJ.atol. pimcbog the ol tho 
lii'iKpK.tiaS. must be 'Ot out id tbo prospo'-***- , , 

Tl.srcpo.tii.»s..l.obo...pp"i'o.lbva p.opo.ly 8 nnin,at,S...J pmCt anil 
loss account ol tho business to In puidi.tsoj slioicing ctoitly tl o ” t 

.i,„l all charge, ali.lotpoi.,os,nci.loiit.l tboin.o oaolii.bng proht. no belong n 
to tho poriol aoisioJ aiiJ pnifit, «I a uon.nniining nalo,., but mcli.bug pmEt. 

appinpriatoJ lor tatafou or icsoivcs. 

Iho obioct ol this report is to ciubto those, nho mic ‘ . ,, 

shams or Johontmo, of the company issuing tbo pivsina us. „„„Qny 

piotit.eaintng laipachy ol llio business wlocli is to be pure asei t. 
ni.l. the procceJ. ol such , bams o, , lube. turcs, Un.lor sect on 93 (1) (B . it is 

.1,0 no.us.acy that tl.c baU.co sheet 1 

mom than ninety .lays boloru tho il.it. ol tl.o iimspcclus, sho.ibl 

,huprn,peclii,oltheco„ipiny,l,i.litisn«t logilly nocessaiy. “ 

ilusiLlil. .hat such 1 .licet ..lOtiU •» ‘ ,7'“”''“ ; , 

praefco, hoivoicr, i.heii an aceom.tai.t is .sU.J to mp„t o„ l« 

Ikusmoss for t!io tlirej pio^'ous fiiuncul yoai-=. " of vow of 

upon ..balance sheet mauler to m.fkO.t.utbout-0 from tho po un 

^'”trC::::nsl..n.dby.pri...oaon.pa^bo^».P-;;„,^^ 
When .1 ptiiuio cumpaii, iMsho. ,„orJanco nith 

to male tho nocos.ary altoraliims m i s art.ofe . a, at,. 

Cb, proa Veil, oi s.c.i.n 15g, ami is also roymro. to hlo 

mont in beu ol tlio prospectus tntli tbu Euips cu ■ ^ anclosoJ in 

by such U company, inii.t conlal. nil tli, pirticnli.s wmrf A 

1 prospectes or ,1 nonly incoipamtoa ouinpanc crc,.p. 

of pioltminaiy expenses. ,1 - fo-ci'’n company 

Thelang!:n:;r:::=:^Xt.h:nJiaoltho:prospec.^^^ 



70 BUSINESS OBGANIZATION 

companies reglstcrocl outside British India is contained in section 277, 277.A, 
277.B, and 277-C. 

It shall not l )0 lavrinl (or any person (jj) to circulate in British India the 
pi-ospectus of a foreign company, vfhothor it Jias established a place of business 
in British India or not unless it contains the prescribed information ; and (J) to 
issue to any person in British India a form of application for shares or deben. 
tures of such a company unless the form is accompanied by a prospectus. 

The prospectus of a foreign company, before it is circulated in British 
India, must comply with the following l■eq^l^rem8nts, in addition to the informa- 
tion that it must contain in accordance with the law in force in the country or 
state in which tiie company has been incorporated : — 

1. It must he dated, a certified copy thereof delivered to the Registrar of 
a province in British India for registration, and this fact stated on the face of it. 

2. ' It must contain particulars with regard to : — 

The objects of the company, or only the primary object of the 
company if the prospectus Is published as a newspaper adver. 
tisement ; 

*(2i) The Instrument conslituling or defining the constitution of the 
company i 

The law under which the company is incorporated ; 

'((/) An address in British India where the said instrument of law or 
copies thereof can bo inspected ; 

{e) The date on which and the country in which the company was 
incorporated ; 

(/*} Whether the company has established a place of business in * 
British India and. if so, the address of its principal olfico in 
British India ; 

Provided that the items marked with an asterisk need not be given if 
the prospectus js I'ssueff more than two years after the date on wfu'cfi the 
company was entitled to commence business. 

3. If the prospectus is issued by a company already carrying on lutsipcss 
it must contain the auditor’s report and the accountant’s report ns l e-iuired by 
section 93 (lA), i. e., as in tlio case of a company registered in British Indu, 

4. If the liability of the members of the fore'gn company is limited, the 
prospectus must indicate tliat fact. 

5. It is not lawful for any person to go from house to house offering 
shares of a company incorporated outside India for subscription or purchase to 
the public or any member of the public, 

Kofp - — If a form of application is issued to an underwriter, it need not 
be accompanied by a prosiiectufi. The above provisions do not apply to o pros, 
pectus ora foim of application issued to existing members of the company. An 
offer for s.'ile of the sliaros or debentures of a foreign company to the public (l)Ut 
not to a professional stock broker) is deemed to be a prospectus. 
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Tbo oLjoct o{ tiicso piuMsiuiis lb tu pio^eul U:o s.il« ci wortlile‘»b toturi. 
lies o{ (oroign coHipaiiius »» tljis cuwntry. Besiilts tlictu is dwTlb oi inoucy in 
our own country end c\ory rupco can well b« utilised for .id\anLing our own 
induslrios. Bofoto tlic cnaclmenl o( llieso proaisions »n 103G, a conaideiable 
nmount of business \v.ia Loin^ i.irric(l on I'n Xiulu in tlie bJiuics and bonds of 
foreign companies. Glovving ucenurU wete usually gi%cn b^ Uio canvaisers and 
llio agents oiiniluyed b^ tbcsu companies of the profitb likely to bo made by 
in\csting money in bueh cuitiinudities. Tlio unwiuy invcslotb nol acquainlod 
with the iteUih of furuigii toi|>uruliuiiB noio tury oftm tiajiiHid, and in must 
cases lost all llio inuii'ca wlntli they had iu\c8to(1 in tbe pureliase of such 
securities. 

Statement in Lieu Proipeclus. If a public cominny dues not issue a 
piospoctus on Its foiuiatiun, it must hie a statement in lieu of piospcclus in tlie 
prescribed foim, befoie it c.m allot any shares or debentures. Tbe object of this 
provision is to cccuie in Ibo Begistiai 8 oICco seme orrenlisl iofoimsticn about 
the company. 

Offer for Sale. \ company may allot or flgieo to ollot its sLai'es or 
doLonlures to another company. b>m ur pcison. with a \iew to that company, 
fimi 01 poison odoring the shales 01 dcLontuios so allotted to the public. Ilie 
ilocuuicsl olTcring the shares or iloleiitmcs to (be public is generally called an 
"Oder foi Sale ' This docouiont, is. uiidci section Dr-A. dcoined to Le ^ pioa- 
pccUs isscod Ly the company, i. < . the company that originally ulluts or agices 
to allot llie shaics or debentures 

The following is a eumuiaiy of the main icquiiements ^itli regaul to 
ofteTS lor salo t — ■ 

1. All matters winch must be included to a piospoctus iniist bo included 
in an offer for s.c'e. 

2. \ copy of the offer foi S.i]e must bo dated and hied with tJio Be ’hiiui 
like a prospectus, and must be signed by the peraons making the uKev. ii tie 
of fui IS made by a company . tbe offei foi s ilo must be signed by not ices than t" o 
dirccturs . if the olfei is made by a firm, tncii by not less than hall the paitneis. 

3. Id addition to tlic matteis leiyuiied to bo staled in a 'piospoctus, an 
, offei for sale must include (ff) tbe net amount of cousideiulion lecehed by the 

comp.iny in respect of the shares or debentures to which tbe offer relates , and 
(6) the placo and time at which the contract for the allotment of the said sliares 
or debentures may be inspected. 

Tlio form of an offer for sale genoially follows that of ,t piospoctus. ami 
theadditioual informulioii lefencd to abore may he conconiently iiisoited in any 
part of tlie ducuiuont. 

Announcement. The legal definition of the teim piospoctus, as gi^eu 
in section 2 (14) exempts trade adreitiscmcnts fiom tlic rigoiiis of a prospectus, 
i'rom tho point of ciow of mtonding ioctslore, line i& a weakness ol the law. 

It is true that a trado adrortisement, which is iotouded to bring to the notice of 
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fchc public shares and debentures of a company avaiiablo for sale, must show on 

tbo’faco of it that a formal prospectus has been prepared and filed : but this in 

itself constitutes no real safeguard for Iho investing public, since there are no 
restrictions as to the contents of such advorlisemonts. 

It is open to any person to offer shares or debentures by inserting in the 
advortisomont.cxaggoratQd or misleading statements pertaining to the company. 
Ho mayin fact insert matters which have not been disclosed in the jirospectus 
or omit those which aro giron in the prospectus. In effect therefore such adrer. 
tisoments (or announcements as they aro usually called) servo as an invitation to 
the public to suhscriho for shares on the faith of misleading or exaggerated 
statements cantainod therein, allhough on tho top of such announcements a 
statement such as the following usually appears I “This is not a prospectus, hut 
simply an annouuconiont. • 

Moreover during the present boom in company flotations, a very number of 
Such announcements have appeared in tho press, in which even there is no indi* 
cation that a foimal prospectus has been prepared and filed. It may be that 
fi'uch companies may not have issuod any prospectus at all. In any case tho so 
called announcements, which do not com© within the definition of n prospectus, 
are against tho iotorosta of the investors. 

Control of Capital Issues 

Tho control of capital issues camo into forco in British India for the first 
limo in May 1913, purely as a war.timo moasuro, under tho Defonco of India 
Rulo 01-A, which expired at tho end of Soplcmbor 194G. It was then continued 
under a special ordinance of the Central Government, which has been replaced 
by the Capital Issues (Continuance of Control) Act of 1947, 

Tho Act for tho control of capital Issues prohibits, without tho sanction 
of the Central Government, an issue of capital io British India ; and it also 
prohibits an issue of capital anywhore (whether within or without British 
India) by a company incorpoMlod in British India. No person is allowed to 
issue.in British India any prospectus or other document offering for sale any 
security which has not the prior saiiLiion of IJio Central Government and a 
statement to this^effcct. No person shall subscribe for any securities issued by 
a company unless such issue has been mado with the consent of tho Central 
Government. 

Tho provisions of tho .Act govoming tlK> control of capital issues do not, 
however, apply in tho following cases : — 

(а) Where the issue a( 'capital docs not exceed Bs, b lakhs except iu 
the case of banking and insurance comiKtnics ; 

(б) Where securities are issued by porsons in thcr orclinar 5 ' course of 
Iboir normal business and solely for the purixiso of that business to a banker in 
respect of advances ; 

(r) Where non. Indian cuucoiiis ostablisbod in Indian Stale raise capital 
outside British India ; and 

((/) WLoro forfeited bh.ircs aio reissued. 
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ivny jiruiuQlor, uitiii.iging agent or subicuboi i.onUa\oiios tlio provisions 
of tho Act, bo is liable to itiiprisoniuent for a iwiiod winch may extend to one 
joar or to fine, or to both. 

If a company desires to sccuic Iho govornment’s sanction for tlie issue 
of capiLil, ii, must luako an Application m tlw proscribed {omi to the Governmeot 
of India. It is then tJioiougbly examiooc) by a, coiiiuiittae of the Finance Dopait- 
mont Applications fiom banking and msuranco companies arc also exatidned 
by the Rosor\0 Bunk of India and tbe tiupoiintondent of Insurance respect’volv 
If nil the condiiioas are fully B.kti9bod, tbo Central Uovoinmont gives its 
sanction. 

-Ml capital issues sanctioned b> goveinniont aio made known to the public 
e%cn week by nicuns of u cbtssified statement showing consent to issues 
of new companies and tliosc ol oxistnig ones separately. This information 
should enable iniestors to docKle in adiitnco about the choice of their invest, 
ments ; and it shduld also euuhte enturpionours to know whether anyone else 
has entered the field of activity conlouiplated by them. 

Tbe conditions on which sanction is given by the Central Government 
to tho issue ot capital am iixjun'Otl to be staled on tho prospectus or other 
invitation to the public Tho usual form of the statement whore no special 
conditiona are insisted upon by the GoToromont is "Cossont of the Central 
Govornmont has boon uhuitied to tbie issue of capital ; but it must be distinctly 
understood that in giving this coosoot the Goveromest of India do not take any 
losponsibiht; for tbe finaacuf souodoess of any scheme or for the coneetoess of 
any of tho scaluments made or opinion expiessed wilb reganl to them." 

llio ob]uct of guvornmeat in inslilulingibe control of capital issues was 
pritnnnly to meet an emergency by proventiog tbe growth of mushroom com* 
puiiiee, by checking inlUtion, by giving pnoiity to munitions production, and by 
diverting surplus public savings diiectly or indirectly into public treasuries as 
subscriptions to \v.ii loans. Tho mam objective of this control has been to 
piovont .V gci-aiublo foi the limited supplies of most essential goods and services. 
It aims a’t checking tlio undesirable practices such as the reconstitution and 
recapitalisation of concerns on Ibo basis of their abnormal profits to the 
detnoient of an uttdiscuuJin.iting investing public. There h.as been no intention 
of handicapping or retarding sound and legitimate industrial drvelopment. It 
has boon lightly enipliasise.! "that the object of the capital issue control is to 
secure a baliucod investment in mduitty, agriouUura and the social services, 
and to ensure that tho .ivaiUblo capital lOSOurcsB are utilised on a balanced plan 
of agricultural, mdustiial and other development and to keep a balance between 
tho manufacturo of capital and consumer goods." 

Tho principles governing tho giant of sanction for tbe issue of capital are 
as follows : — V , _ 

(fl) The promoteis. directois, and their friends and relatives fire required 
to take uji .it least one.fiflh of tbo capital proposevl to be raised, and a prospeetus 
cannot be issued until this amount has been subsciibed by them. 

10 
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and the balance in two calls of Ea. 25 each per share at intervals of not less 
than two month between each call. 

The Government of the Central Provinces and Berar have subscribed for 
cash 1,50,000 Ordinary Shares of Es. lOO each of the value of Es. 1,50,00,000 
which will be allotted in full and 5,000 Ordinary Shares of the value of 
Bs. 5,00,000 (five lakhs) will be issued as fully paid up to the Government of 
C. P. and Berar in consideration of the facilities granted by them to the 
Company and provided in the agreement referred to hereinafter. 

The signatories to the Memorandum, the Directors, the Managing Agents 
and their friends have subscribed for cash 25,000 Ordinary Shares of the value 
of Bs. 25,00,000 and the same will be allotted fully. 

The remaining 1,26,000 5i per cent. Eedeemable Cumulative Preference 
Shaves of Es. 100 each and 70.000 Ordinary Shares of Bs. 100 each are now 
offered to the public for subscription. Preference to the extent of 40 per cent, 
of the shares offered to the public will be given to applications received from 
residents of C. P. and Berar. 

The Eedeemable Preference Shares in the Company will confer the right 

to a fixed cumulative preferential dividend at the rate of five and a half per cent. ^ 
per annum (taxable) on the capital for the time being paid up. thereon and the 
right in a winding-up to the payment of all arrears of dividend whether eame 
or declared or not down to the commencement of tlie winding-up and a o 
repayment of capital paid-up or credited as paid-up on the Preference Shares 
held by them respectively in priority to any payment in respect of ^ ^ 

• Shares, but shall not confer any other right to participate In profits or asse 
of the Company. The Preference Shares will be redeemable at any time after 
Ist January, 1968, at par at the option of the Company on giving sir mon 
notice. The said PreferenM Shares will rank for dividend on and after the a e 
of the certificate for commencement of business on the capital for the im 
being paid up thereon. 

^ Subject as aforesaid and to the rights of the holders of any other share 
entitled by the terms of issue to preferential payment over the Oi’dinary Share , 
in the event of wind'ng-up of the Company the holders of the Ordinarj Shar 
shall ba entitled to he repaid the amount of the capital paid-up or credited 
paid-up on such shares and all such surplus assets thereafter shall belong to the 
hoWore of the Ordiiwry Sh-arcs in proportion to the amount paid up or credited 
as paid up on such Ordinary Shares respectively at the date of the commence- 
• merit of the winding-up. * 

f Directors : 

1. -Sir M. B. Dadabhoy, K.C.S.I.. KC.I.E.. Kt.. LL.D.. Chairman. Chair, 
man and Managing Director \ The Model Mills Ltd , The Berar 

Manufacturing Co.. Ltd., The Nagpur Electric Light and Power Co.. 

Ltd,. Managing Proprietor : Ballrapur Collieries. Proprietor : New 
Chirimiri Ponri Hill CoWary, etc., Henassy Eoad. Nsgpar- 
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2. Sir Jdmi Chandra Ghosh. DJSc.. F.N.I,, Director General, Industries 

and Supply, Go>crniiicnt of India, Nqw Delhi. 

3. Eaja Bahadur Virendni Bahadur Singh, Ruler of Kliairogarh Slate. 

Director ; The National Kowsprint and Paper Mills Ltd., The 
Jagharkh.ind Minus Ltd., etc , Vtiundra Bhiiwn, Klmnogarh, C.P. 

4. Y. Seshasayco, Manoging Director ; Mettur Chemicals it Indus. 

trial Corpn. Ltd . Seslmtayoe Bros.. Ltd., PertiUseis and Cheifiicals 
Tr.ivancoro Ltd . Trichinopoly. 

hi 8. B. Dutt, M A.. Pb D., (Eccn ) (Lond ) Barrister. Managing Director. 
The Coniilla Union Bank Ltd., Director ; Hindusthan General 
Insurance Co. Lid, E-wt India Insurance Co , Ltd , etc., 12 Earle 
Street, Calcutta. 

Prof. H K Roi. M.EE. (Ilarrard). M.A.I J1 E.. M.I.E, (India), 
Director : Tlie Bengal Electric Lamp Works Ltd., The Bengal Belting 
Works Ltd., etc., etc , P 0. Jailaapur Coiloge, 24.Parg.ina8. 

7i K. A Narain Rao. D.Sc (Ixind ) PB.I.C., Director of Industries and 
Socretiiij to Gosemmont of C. P. and Cerai, CBil Station, 
Nagpur, C P. 

f • Lt .Col E. G. Jfackie. M .A.I.E-E., M A.J n.E., Chief Elettrfoal 
Engineer and General Manager. Electricity Department, Go^erDme^t 
of 0. P and Corar, 14. Telenkheri Road, Nagpur, C. P. 

P. Sotb Mathuradaa Mohta. Managing Director : B. S. Eockhchind Sfoliota , 
Spioniog and Weaving Mills, Hingaogbat, C P. 

10. Rviirao .Madbo Rao Deslitniikh. Pi'ime .Minister, Raivo State, Berra. O.I. 

11. Mr Walter Dutt, Bacii3t«r..at.Law, 5. Mayo Bold, Allihibml, 

Managing Agents i 

JJind. Moo Limite<i, 04- 1. Neihudda Rcud. Jubhuljwie. 

Bankers i 

The Imperial B.mk of India, Head Ofhee, Bombay. 

The Central Bank of Indi‘% Limited, Mahatma Gandhi Road, Bombay. 

The Comilla Union Bank Ltd., 4. Netaji Subhas Road, Calcutta. 

Solicitors : 

.M<iS5rK. .YtrAh d -Vii I'llr, .4hi1inVura antf A tnfury «!■<', YrAsrAraf ficuvfiVi' 

Road, Bombay. 

Brokers : 

K. U. Advani, Aga Khan Bldg., Dalai Street, Bombay. 

Swastik & Co., Madras. 

Kishan Chand Jliunjhunwala, 7, Lyons Range, Calcutta. 

Auditors : 

S, B. BiJlimoria * Co., 113, Esplanade Hoad, Bombay, 

Batlibboy and Puiobit, 204, Hornby Boad, Bombay, 

Registered Office 5 
PEA Nerbudda Road, Jubbnlporo. 
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PROSPECTUS 

Objects 

The Company has been formetl for the objects mentioned in the Menioran. 
dum and particularly for Iho manufacture of AJumina, Aluminium Jlotal and 
Aluminium Compounds at Katiii, C. P. 

Need for Aluminium 

Aluminium has rightly been called the “wonder” metal oi this ago. Its 
amazing lightness, ductihiUty, malleability, its higii degree of resistauce to 
corrosive and chemical action, high oloctrical and thermal conductivity and its 
ability to form high strength alloys in conjunetton wilh other metals liave led 
to its widest possible application in all departments of industi'y and civilised life 
during peace time as well as war. 

The Report of the Industrial Panel on Non.Perrous Metal industries 
published by the Government of India Planning and Development 
Department states ; — ' 

“We cannot lay enough stress on the iinpottance o( incicasing the produc. 
tion and use of alumihiuro in rndia. There is an abundance of raw nutoiials 
available for the production and since India is known to be deficient in ores of 
other industrial metals like copper, zinc, lead, tin, etc., it is obvious that the 
future of Indian indnstry is bound up with the dovolopmont of its aluminium 
Industry. Aluminium and its alloys can be easily with advantage substituted 
for most of the other non.forrous and ferrous materials" (vide page 25). 

“We have sat the minimum target for average’ annual production for the 
first five years at 10,000 tons and feel that this production can be easily realised 
by starting new reduction works” (vide page 2C). 

The Report of the Heavy Chemicals and EleclrO'Chemical Industries 
Panel published by the Government of India states : 

"(Para 29.) It is difficult to foresee the demand in future industri.'il 
India. With the development of the engineering industries estimates have been 
put up as high as 20,000 tons which may not bo improbable considering the 
large developments electrical, technical and cliemioxl, planned. As regards demand 
for utonsiU, oven if we plan on the basis of one plato and one tumbler, per bo.id 
for half of India's population, the demand for aluminium will be loiy large. 
Since Indi in resources of copper and zinc aie very scanty, wo aro of the opinion 
that aluminium should bo utilised in a greater degree for utensils. We under, 
stand that if metal of sufficient purity is used, the utensils are not corroded by 
highly spiced food. Transport services could consume the metal in largo 
quantities. Taking all these into consideration we recommend that production 
should bo raised to 15,000 tons por annum immediately, with provision for 
20,000 tons later. Government of India are therefore requested to make arrange, 
ments for another aluminium plant ol 5,000 tona immediate capacity iiltiinately 
to be raised to 8,000.10,000 tons near a source of powcr 'supply.” 

In view of the recommendations of all those expert bodies there can be 
■po doubt as to tho urgent need (or considerable ipcro.ieo in the ido^ojjI 
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ot aluumiiijm in Indiit by tho establishment of novf faclorios. 

Raw Materials 

Lxtonsno resorvos of suitable bauxittf exist in the Jubbulpora District. 
Sir Cyril 1 ox, D.Sc., F.G.S. M.l.Min E.. late Director, Geological Survey of India, 
^vllilo making a report on those resources writes 

Tho material is readily soluble in caustic soda, even more so than the best 
lypo uioas of Trance, and thus suitable for treatment by the Bayor process for 
Iho preparation of Alumina. It xequires roughly 2 tons of Bauxite to jield one 
ton of .Ifununa eokatih (or rwfuction W Afummiam. IniJoeil ono ton of 
Alummiiim requires two tons of Alumina. Therofoio. four tons of raw bauxite 
will j iold I tun of Muminiuoi Thoiofuro, an output of 10,000 tons of Metallic 
aliiumiium means tlio pi-ojiuiQlion of 20.000 tons of Alumina and a supply of 
40,000 tons of B.iiixito. .\t this rale loscivcs of a millitin tons of Bauxite would 
piQMde foi 120 \oais I im\o no hositntion in saying that the countiy south 
and SQiitb.wust of Katni could t]:i.iintuin tho iiboso production (40,000 tons 
annually) foj 120 joars and probably nnicli longer if all tbo deposits were under 
moiiiipolieliu control.' (\ completo copy of thu original report can bo seen at 
the Registered Office of Iho Company.) 

Coul 18 abundantly avaiUblo. The aluouna and cbomical by<product plants 
will loqutro 20,000 tons of coal Per annum and at present it is also proposed to 
produce power from a Tbornuit Power Plant but in later years tbo Government 
visualises the possibility of supplying power to the company at a very cheap 
rate from liydto.a!octr{c projects and h<is ngieed to take oNor the company's 
thoruul plant m such oxoiiluality nl the full cost less depreciation at 

6 pur cent, per annum. 

Cryolite, Petroleum Cole and Pitch aic available. Tho Coinp.iny will 
inatiuf.ictuio Its own carbon electrodes. A Caustic Soda phnt is planned and 
bus boon negotiated for. 

Machinery 

Tbo Company b.as secured a coiuplote iiowcr plant in Switzerland spccully 
duyignod foi tlio production of aluminium motai and Iwo.thirds of the puce has 
been paid to tho manufacturers by the Govoniment. The tnacbmery is expected 
lu ro-ich JnJh by tbo vaH o! i9iB Tbo zitacbioory Sor th» AJumina p^nt, the 
reduction works and tho rolling nuTls has been negotiated for and is promised 
fur delivoiy within a short time. 

Technical Co-operation 

The Managing Agents have obtained an ngrooiuent for full technical 
co.oiwration fioin Sociote Anonymo pour P Industrio do I' .Muminium of Lau. 
sanne, Switzoiland who are the leading manufacturers of Alumina and Aluminium 
ill Dmopo. Tbo Swiss Company will send their experts to India for woiking 
tbo p! lilts and also train our personnel in thoii woiks in Euiope. 

Tho M.iiia 'in” .\gonts have Do,|otiHted an agioemont with Dorr Eiigtnoeis fnc 
w'r New Yoik. U. S A for designing, and oiotlion of a Bayor Process 
Alumina Plant. 
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Managing Agents have farther ohlaiued an agroomont from Mr. L. 
Gupta. M. Sc.. F.I.C.8., consulting chortiist, for full co-operation and ■wotiing of 
tbo chemical plants to be established by the Company. 

Provincial Goverainent'a Support 

The Governmeot of C.^. and Borar have 51 per cenJ. share In tbo Managing 
Agency and further have agreed as follows : — 

(5) To invest one crora and fifty lakhs of rupees in Ordinary SViate capital 
of tbo Company. 

(il) To nominate three persons’to act as Directors of tbo Company. 

(iii) To acquire the proposed site for the Company. 

(iv) To construct necessary roads. 

(v) Not to charge any tax or cess for water used by the Company. 

(vi) To arrange for a suitable railway siding at the pr<?posed site. 

' Gover nment o f India’s Support 

The- Government of India have careTUlly examined the scheme and have 
assured tbe Provincial Government of their full co-operation and assistance to 
make the venture a success and have further nominated tbo Director.General, 
Industry and. Supply, to act as a Director on the Board of Directors of tbe 


Company. . 

Proposed Site 

Ad extensive plot of ground adjacent to the B. N. By. line about one xoile 
from Batnl to.wn has been chosen ft< tbe sito for tbe proposal mdustry. The 
land Is very suitable for building and has excellent road and railway coanectioas 
and is supplied with a pere'onul source of water from a near.by rt^’er. (See Map). 

Taking all the above factors into consideration tiio Directors feel that the 
Company will be able to pay a reasonable dividend to the Shareholders. 

. ' Proniolers-.'' — 

The Government of C.P. and Berar and Mr. Walter Dutt are the 
promoters of the Company. The promoter ha^n negotiated all matters 
relating to the formation and registration of the Company. The promoters as 
such will notwecaivo any remuneration for their services. 

Freliislnary Expenses 

The Managing Agents will be entitled to be repaid all sums cxpoudeil. and 
to be JodemniSad *ngaiost all liabilities incurred. Tbe proliminar}’ expenses 
(excluding the underwriting commission and brokerage) it is estimated will not 
exceed rupees ttvo lakhs. . 

Miaimnm Subscription 

Tbe minimum subscription upon which the Directors many proceed to 
allotment and which in the' opinion of tbe Directors must bo raised out of tho 
•proceeds of this issue for tho matters flpecifiod in Section 101 (2) of the Indian 
Companies Act VII of 1913 Including the working capital is rupees two crores. 

Agreements 

Tbe following contracts will be entered into by the Company t — 
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(i) Manacing Agoucy Agrcoment tetwooii HiuJ.Alco LW., aud tho 
Cotopauy. 

(til ^>“1® Conlrack in rospocl of bauxilo with Hj« opHon lo puroliaeo tho 
mining rfgbla in cortaia xpeoiCsd areas between the Company and 
Mr. Walter Dutt. 

(lii) An agreement between the Govornment of C.P. A Borar and the 
Company granting certain fticilities to the Company, aud providing 
for investment of one croro fifty lakhs ruiieoi by GoTeinment in the 
capital of the Company. 

Intereit of Dtreetere ia Agreeneati 
The follutving Directors are mterostod In the Contracts 
(i) Air. Walter Dutt as vendor of the bauxite ore and properties mentioned 
ill the sale contract and as a aliaroholder and director of the managing 
agents firm in the tuanagiog agenoy egroemuiit. 

(li) I'rof, H. K. Boy, in the managing agency Rgreomont being a shareholder 
and director of nmdwUco I,td. 

Director’s Quallflcallon end Remuneration ■ 

. The Articles of Association provide os follows 
Art. PI. "The (lualification of a diroctor shall bo the holding of at least 2fi0 
Ordinary Gharos in tbs Company but in tbe ease of an es.offloio 
diroctor appointed by OoTsmment the appointment aball bo mods 
by bis official designation and shares necessary for bis qualification 
may lo held by OoTcnnnenl.'’ 

Art. 03. "The directors shall bo paid out of the (upds of tlio company such 
foes not oxcGoding Its. 100 for each director as they may from time to 
timo fix for each meeting of their Boind attended by uaoli uf tboui. 
The directors shall also bo entitled to ’be paid tbeir reasonable 
truTolliu'g and hotel and oilier expenses incurred in consequence uf 
theii attendance at Board mootings " 

.Alt. Of. "If any diioctor being williDg shall bo called upon to mike auy special 
osortlons in going or lesuUng abroail, or cthorwiso for any of the 
purpose^ of the Cumpaoy, tico Cotnvanj siiall rozauneraio such 
diroctor by a fixed sum or olhorwiso as may bo dotorminod by the 
directors and such remunorAlion may be in oddillon lo or in substitu- 
tion fur his foes and remuneration aboio providoj." 

Powers of Directors "" 

No restrictions ere imposed by the Arlioloe of Association on the direclors’ 
powers of management and control of the Company's affairs is vested in llio 
directors. The powers of the director* a«, however, subject to any regulation 
not being inconsistent with the Articles of ABSOcialion and the Indian Compnoios 
Act, which may bo made by the Company In general meeting. 

11 
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Appointment of Managing AgenU and their Remuneration 

Tlic aiticlcs of Aesociation and the Agrooinont with tho managing agents 
provide that Iliiid-A!co Limited shall^ bo tbo managing agents ol Iho Company 
for a period of twenty years wamnonciug from the date of incorporation of tho 
Company. 

Subject to the proviaione of tho Indian Companies Act, tlio managing agents 
kre entitled under tho torms of tho o^omont to receive by way of remuneration 
for their services a commission of ton per cent, of tbc net yearly profits of the 
Company but subjoct to a minimum payment of Es. 3,500 per month. 

The said remuneration shall bo oxclusit^ of payments to the Bankers, 
Solicitors, CommisBlotf Agents, dealers, tnukadams, brokers, ofdcers or employees 
who may bo employed by the managing agents for and on behalf of tho Company 
or for carrying on and conducting tho business of tho Company, 

Under the terms of the Agreement the managing agents arc entitled to 
nominate two directors to the Board. 

— Voting Power 

Subject to any special rights or restrictions as to voting upon which any 
shares may be held, on a show of hands every member present in person and 
being a holder oi Ordinary Shares (or by General Prosy who is not a member 
of the Company or is not a member «iualifiod to rote) shall hare one vote. Upon 
a poll every member present in person or by proxy shall have one vote .for every 
Ordinary jSharo hold by him. The Preference Shares do not confer any voting 
rights but holders will bo entitled to be present at any meeting of tho Company. 

^£^<~*Restriction on Rights to Transfer and Vote 

Directors iu<iy decline to register tho transfer of slmres upon which the . 
Company has a lion, and in the case of shares not fully paid up may refuse to 
register a transfer to a transferee of whom they do not approve,' The Company 
has no lion on fully paid up shares. 

Brokerage 

Brokerage at the rate not exoooding rujico oao per cent, of the nominal 
value of tho shares will bo paid by the Company on allotment made in respect ■ 
of applications bearing the stamp of any recognised broker or brokora in respect 


of the shares not underwritten. A ^ 

’ i Commissioi 


Tho Company may pay a commission to any person in wnsidoration of his 
subscribing or agreeing to subscribe (whothor absolutely or conditionally) for 
any sbares in the Company or procuring or agreeing to procure Bubscriptions 
(whether absolute or conditional) for any shares of the Company at the rate of 
not oxocoding throe pot cent, on the sbares in each case. 

Copies of the Alemorandum and Articles of Association and the originals of 
the Agreements referred to ntovo can be insjMjclcd at tho Eogistcroil Office of 
tho Company and copies of all liio documents may bo inspected at tho offices of 
l^e Company’s brokers during iLo usual Lusiuoss hours, ' 
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Application for Sharei 

AppUcition for Btiaros should be made on the appropriate form and sent to 
the managing agents or to t\io Comiuny's bankora together with a remittance of 
the amount payable o-i application. Wboro.no allotmont ?s made the deposit 
will ho returned in full and where the nuinbor of shares allotted is less than 
the number of shares applied foi the balance of the deposit after providing for 
payment in full on the shares allotted ml] bo nturaed. 

Copies oJ tJuJ Prospectus and forms of application for Ordinary Shares and 
for Rodocinahle Preference Shares may be obtained from the managing agents 
or the Company’s bankers oi their Blanches or from tJie Companj ’s brolrers. 

M. B. ^iidabhoy 

J. C. Ghosh 

Virendra Bahadur ‘'iogh 
V. Seshasayeo 
S. B. Dutt 

R. K. Roy f Directors 

K. A. N. Rao 
IJ. G Mackio 
Matliuradas Mohta 
R, ^I, Doshinukli 
Waiter Dutt 

Dated the 2.'dh .\pni, 

Aj>ptk«tion For Shares 

im; N.vnoifAi. U.vmishjm comi’any or India t.imitld. 

' E- (Inc(»poml«<l -It N it^pur nndoi Indian Companies .kct, lOlS.) 

To 

Tlio Directors, 

The National Mnminmm Company ot India I.td., 

H-IA. Noihnddv Road, Jubhulpnip (C. P.) 

GoiilIeinOD, 

I We enclose heiewith cish/cJiOfj»e foi the sum of Eiijxies 

t lie application deposit at Rs. 2,'5 p3r ahato on Oidinary/ 

PreJoJonoo Shares of Rs 100 ooch in your Company and request you to allot to 
mo 'as the said niimlwr of sbATcs or any lesser number. s\ib;ect to the terms and 
conditions of tiio Momoi-andiim and Articles of Assoc'ation ofyoiu Company. I/We 
agree to pay Bs 25 per slmie on allofment and the balance fn two equal calls 
and I/wo hereby aiilhoTiso yon to pheo my/our came in the Eogister of Memheis 
in lespoct of the shares allotted. 

' Usual Signature 

Ijj Name 

BLOCK ^ Occupation 

LIIITEES J 


Station . 
D.it’a . 
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r'B . — ^This form with remittanoe meet be sent entire to the company direct 
or to the Companye BanVors at any branch. 

THE KATIONAL ALUMINItJAT COSIPANY OF INDIA LIMITED. 


Receipt For Application Deposit* 

Dated 194 


Becoired iiom by Cbeque/Caeb the 

sum of Bs .subject to Foaligation, being n deposit of Ba. 25 

per share on application for .Ordinary/Preferonce ' Shares in 

the abovenamod Company. 

Bs 

A'B. — ^This receipt must be preserved to bo exchanged hereafter for share 
'Certificate. 


Consequences of Omissions 

If a prospectus does not comply with the requirements of law, those res. 
ponstble for its is'^ue are liable to a fine np to Bs. 5u a day so long as the 
default continues ; and further section 93 (C) provides that nothing in this 
section shall limit or diminish any liability which any person may incur under 
the general law. 

A porsoQ, who buys shares or debentures on the faith of a prospectus which 
doss not contain all the statutory information, has no right to rescind tbo' con. 
tract to take shares or debentures, nor has be any other remedy against the 
company. However, if ho has suffered any loss bo may have a righf” of action 
for damages against the promoters, directors or other persons responsible for 
the issue of the prospectus ; but a director, etc., can escape liability by ‘proving 
(d) that ha was not cognisant of the matter omitted ; or (&) that non-compliance 
or contravention arose from oQ honest mistake of fact ou his port ; or (c) that 
the non.cotnpliance or contravention referred to matters i mm aterial or was such 
as may reasonably be excused. 

Where material facts are omllled. such om'iss’ion may somoVimes amount 
to misrepresentation or fraud, the consequoncos of which are explained below. 

Consequences of Misrepresenlatioo or Fraud. 

The object of issuing a prospectus is to induce the public to subscribe for 
shares or debentures of the company ; therefore the persons issuing it naturally 
doairo to make it as attractive as possible to the prospective investors. But it is 
very important to remember that a prospectus should never bo misleading. It 
should reveal the facts in their true colour, because investors put their money 
In the company on the faith of its prospoctce. If a prospectus contains any 
misleading untrue statements, those responsible for its issue must take the 


consequences. 

In considering what is misrepresentation, it is necessary to tell not only 
the truth, but all the truth, and that concealment of facts may easily Imply false- 
^hood and may possibly amount to fraud. The Boyal Mail prosecution beats out 
Jthis' point. It will ho remembered in this case that, altbongh certain statements 



COMPANY ORGANISATION (1) 85 

were made, yet material facts qualifying those statemonls were withhold. 

Where thoro is an untrue sl.atemont of a material fact in a prospectus, on 
which the applicant relied at the timo of sabscrihing for shares or debentures, ho 
has two remedies, vi*.“ 

!• Ili'jht of HescisMn. lo the first place, the subscriber who has applied 
for shares is entitled under the general law (i. e., tlio law of contract) to apply to 
the Court for rescision of the contract. Such a contract is not void but void, 
able at tho option of the subscriber to the coinpioy’s shares. Under section 19 
of the Indian Contract Act, tho contract would not bowover be voidable if the 
plaintiff had tho means of discovering the truth with ordinary dill ’enco. 

On application to tho Court the shareholder is entitled to have his name 
removed ftona the register of members of tho atnouai paid upon the shares or 
debentures returned to him with interest. 

.A person who takes shares not frcHit the company but from nnothor share, 
holder has no remedy against the u>ffipany. Rut this rule will not apply wbuie 
the prospectus is intended and used to induce purchiseis in the market to bii) 
the shares, 

Tho right of rosc’sian against the company K however, lost in the follow, 
fng cases 

(a) If the shareholder does not take action within a reasonable tune after 
tho untrue statement has coroo to his Luowledgo ; 

(fi) If ho impliedly ratiries tho voidable contract ofler he has knowledge 
of any untrue statomonl, f>. trying to toll his shares, paying calls, 
receiving dividends or voting at meetings , 

(c) If tho company goes into liquulatioa before the light of ropudution is 
exercised, because on the winding up of tho cotnpiny the rights of 
creditors intervene to provent tbo conjjriny being rescinded. 

2. UiQhl of Action for /)<itn<»<]r<>s. Whoio the riglit of roscision is lost, 
the injured party has still a right of bringing an action for damages against those 
rospoDsiblo for tho issue of the prospectus, and this right is available even after 
a company has gone into liquidation. 

Section 100 provides that a diractoi or promoter is liable to compensate 
any persons who suhscrihe lor shaios or Aebootmes on kVi% Wtb of tha prospac* 
tus for loss or damage sustained by them on accenmt of any misleading or untrue 
statement appearing therein. The following dofonces are, however, open to a 
person sued for damages : — 

(n) That he had reasonable grouod for behoving the statement to bo true ; 

(h) That ho made tho statemont on the authority of an expert whom he 

bolioved to bo competent , 

(o) That tho statemont was a correct copy of some extract from an 
. officiul document ; 

(<f)-That he withdrew his consent to the issue of tho prospectus or that ha 
never gave his consent to its issoo j 
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(e) That the prospectus was'jssoad -witbout his hnowloclga and that on 
bno^'ing the fact he gave a public notice that it was issued without 
his knowledge ; 

if) That after the issue of the prospectus hut before the allotment there- 
under he on knowing the untrue statemeni withdrew his consent 
and gave a public notice. 

The action for damages jmust bo taken within three years after the allot- 
raept of shares. The amount of damages would be assessed by the Court and 
may be tlie dilferaDoa between what the shares are worth and what they would 
have been worth had the statement been true. 

A promoter or-director who pays damages to a shoreholder is entitled to 
a ^jre rflfrt contribution from his co-promoters or co-directors who would have 
been liable in damages, and the ordinarj' rule of Jaw that there shall be no 
contribution between joint wrong-doers does not apply. 

Further the estate of a person who is liable under section 100 before death 
is not liable unless it has benedtted by n misceprosentation in the prospectus. 

How to Read a Company Prospectus. 

From the point of view of prospective investors, the prospectus issued by 
a company is an important document. Every new company may he regarded 
as a tlime legged horse, and the purpose of the prospectus is to persuade the 
public that it has four logs. To quote Hr. W. Collin Brooks from his book 
“Theory and Practice of Finance" "We may safely regard every prospectus as 
a document drawn up in a mood of apparent ecstatic philanthropy by a champion 
optimist, with a view to extracting money from the pockets of others. When 
governments or public bodies of high repute invite loans, their salicitations are 
couched In restrained and dignified languago. but the onlinary company inviting 
the public to subscribe money to its purposes develops a tendency not only to 
jialljtl'.U-sgtRavjtWJUi,®, -ftfim .whiah 

t.hoy are to he hatched have even been laid.” 

.•llthough the Indian company law as relating to company prospectuses 
has been considerably tightened up by the Indian Companies (Amendment) Act 
of 1936, yet it cannot still be considered fool-proof. In India wiiera the public 
press is not o'juSpped to give a lead to the inrestlug public and where the public 
are in investment matters more ignorant than tlieir compeeis in other countries, 
the ‘strictest regulations arc necossiry for saf^uarding the unwary agiinst the 
wiles of plausible company promotors. Prospectuses with high-sounding promises 
are largely circulated through priv.\to cbannols and are feelingly recommondod 
by adroit shaw-pushera. It is, therefore, very necessary that investors should 
study a company prospectus with the utmost cautiou. 

Tho following are the principal matters which should ha carefully notod 
in examining a company prospectus ; — 

1. Nature of Business and )U Prospects.. Note the nature of business 
which tlia company is going to do and Its likely prospects in thejight of possible 
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coail>otilion. supply o( labour bimI raw raatorials, luarkolg, location of woiks, 
a<1oquncj of ci]uipiiiL’i)l, ntul a«y Iniiff inobloin. Tlio blalciuonts npi>oaiicg in 
the pro>*pO(.lus wiih rcganl to IIiosq luitUois aio usually optimistic. Allowanto 
shoulillhoroforo bo niaile foi such oiitiujjbin atx] also hit a litHo cxeg-^ondioa. 
It shoulil bo rememboiod that tho prumutor^. iu druftiOc; tlio prospectus, usually 
suffer from tlio gicit woaknesa, Qx|)oricncod by all iiorsous who bayo anything to 
soli, of making thu utmost of Ihoir warns. 

A prospectus which rotios largely on stating Iho successes that others lla^o 
achieved in the same lino of business shoald bo taken with n grain of salt. Tho 
ossuntiaf lor success IS not w fiat uthors hnvo boon able to do but what the now 
concern is ablo to do and in wlaiso hands tho doing is placed. 

2. Management. This usually consists ol directors and managing 
agents. ANitb icgard to dnoctoib. nscortain Ihoii qualiCcations, their reiminorution, 
llioir shiko iu tho cojnjiunj and Jhoir powors Iho managing agents. 

Nothing is moio imiKirtant in any proapoclus than tho names of directors. They 
need nut bo fatuous names Wlut the investor should make sine about is that 
tho directors i*ro men aa'Iio lm\o «ua<le a success fn tho tjpo of biistDces they arc 
to cuiilrul. U <3 equally impotUnt to nscortftin w-liothci most of the poweis of 
directors lia\o boon usmpod by tho utanaging agents and whether thoro nro any 
tostrfetions imposed by tho articles on tho powois of directors. 

In the case of utanaging agents, find out tf they aio oxjiononcud In tho lino 
of business wlueh the coiiip.iay is going to tio. or nto they merely now.cuuiors In 
liiQ Cold. Are tho powers onliugtod to (hem and tlio romuuoration payable (o 
them loasonablo haring logwil to the nature o( the compjny’s business 7 

U. Capital Plan. This U a rory important matter ou which the success 
Ol failuio of tho comp.iQy will largely depend. Is tho amount of capital which 
the company is going to raise sulhcicut for Jts imiiie<1iiilu roijiiiromonts botli in 
roganl to block and working fiiiimco ? Is tho capital plan sufficiently clastic 
to permit the uiising of turtbor capital m future 7 

If tho compiny vi ofToring shnirs vt diffeiout chissos. soo Ihiil tlio res.pucti\o 
riglits us rogauls dividoBi!, iei«iyiiicnt of capital, roting. etc, ullacbed to them 
nro roasonablo, and that the propoitioii between the fixed. Inturest cipitui und 
tho Sfiuity CJpitiil is entisfactory. A good capital plan is ono whJela is simple 
end csreliiily tlov'mi). 

Is tho amount of minimuin subscription aduiiunlo. because to start bi^inoss 
witii insufficient iwpitttl IS to invite disaster? If «ny funds nio to bo raiiod 
ulhcrwlse than by shaio cupikt), nolo tbo BourcoB thereof. 

In case tho issue has loeti undoiwritleo, it is oBSonliul that tho under, 
writers must bo men of financial standing and the terms of tho umlorwritiuS 
commission reasonable, See if liny part of the issue is underwritten firm. 

4. Property Purchastd, Ascertain the nature and value of tho pioporty 
to be purchased by the conipiny, the leasonablonoss of tho puce luid how it is to 
bo imid. If the piopurly is « business, note tbo nature iinO value of the assets 
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being acquired, llio price (if any) atlributable to gcodwill, Ibe status of the 
vendors, tbo total amount of tlio purebaso consideration and the way in winch it 
is to bo disebargod, tho auditor’s certificato of past profits and the Taluors* certi- 
ficate of tbo present value of assets, 

If tho property changed hands during the two years preceding tho issue of 
the prospectus, ascertain the price paid on each transfer as this should enable 
one to have some idea of the extent to which the cream has already been skimmed 
and tbo extent to which tbo assets are mflatcd when sold to tbo company. 

0. Vendors' Profits. What is the exact amount of consideration paid to 
vendors or promoters within tbo two years prior to the issue of tbo prospectus 7 
It may be remembered that one of tho most elementary forms of company 
promotion abuses is the giving to promoters and vendors of an udnly large 
consideration in oltbor cash or shares, so as to leave the company cither short of 
^Yorking capital or altcinativoly burdoDod with such a heavy capital structure 
that under onlinary circumstances the shareholders will have no prospect of 
receiving an adequate return on their invcslroont. 

0. Material Contracts. Those are contracts with Tendorfl. managing 
agents, undorwiitors, etc. In as much as essential information relating to the 
position and prospects of a company cau presumably be obtained by examination 
of tho material contracts into which the company has entered, tho law, in order 
to protect the investor, provides that every prospectus must refer to these 
contracts. Under tho law, however, it is not necessary to set out in tho pros, 
pectus tho gist of those contracts. AU that is necessary is to onumerato the 
parties to thorn aud their dales, with details of the place and time where such 
contracts may be inspected. The result le that for oil practical purposes Ibis 
prulecliou to investor bas proved entirely abortive, for scarcely anyone in 
practice over takes the trouble of Insiicctiug tboso contracts. Most companies 
bowever, do give in tho prospectus brief particulars of such contracts as a 
voluntary measure, and in such cases it is possible for Iho reader to know some- 
thing about them. 

7. Restrictire Articles. If the articles of tbo company iuipose any 
restrictions upon liio members of tho company in respect of the right to attend, 
spoak or vote at meetings of tho company or of tho right to transfer shares, or 
upon tho directors of tho company in rospoct of tboir powers of management, it 
is important to study tho n&turo and oxlont of such restrictions, as they may be 
very harsh both to shorcboldors and the directors. 

8. Company's Past History. Where the prospectus is issued by an 
existing company, examine the {ollowing information relating to its past history. — 

{a) Tho past results and the -present financial position of tho company. 
The past profits oamod and the dividends paid can be ascorlaineil ■> 
from tho auditor's report included in tho prospectus, but with regard 
to tho financial position of tho company refei-ence must Lo made to' 
the recent pullished balance shoel of the company which Is, of course, 
pot given in the prosjwclus but wbicb must bo ollainod otberwise. 
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(/i) Tlie eiisting share capita! o! the company vis-a~i'is tho now issue. 

(r) Shares otforeil, allotod and paid up svttliin the past two years. 

((/) Shares and dobontures issued (or consideration other than cash within 
the past two years and tito nature o{ such consideration. 

(<■) Particulars ot all tnaterlal contracts made within tho past two years. 

D. Names of Bankerii etc* Note tho mimes of the company's banliors, 
auditors, legal advisers, and hroVers. A hnowledjje uf their standing is sume. 
times helpful to an investor, bocauso no roputablo person w ould ordiii.i) ily lend 
his nntno to a piospectus unless he has a Toasonalilo (.dth in the concern.* But at 
the same time it is important to bear in mind that the names of haulcora, 
auditors, legal iidvisers and brokers are do guarantee of the soundness of the 
comixvny issuing the prospectus, because they aro not the persons who am going 
to take any part in the managoinont, 

10. Press Reriew. If tho pruepeclus has been advoitisca in the culuunis 
of a repulahlo CnanciAl journal, it will piobably bo brieJiy roiioHcd hy IJjo 
Editor of the paper and his coinweols should bo carefully studied. This iu.iy he 
of cousidorablo asaktanco to tho intoodiog ioresior. To l>o on tho suio side, it 
would be wise not to touch the sbaros of any ^mpany which is nut I'ccoiiiniund. 
ed by u reliable firm of share brokoie or whoso piospoctus is cot udiortleud ic n 
responsible and discerning cewepsper. 

In conclusion it may be said that tho prospectiic foiostor must think 
twice when tempted to apply for the shares of a oew coDp.iDy. He should 
nut g{%e any banefit of doubt to tho company when examining its piospectus. 
NVith now cotnp.inics the risk run by the unintormod applicant fur shares is 
enormous. Even if the prospectus bo read with the gloomiest cyuiofsm and if 
most of tho glow of the promotois’ words ho dis!>ip.ilcil by the apidicatiun of a 
little liojitliy possiinfstn, a now vonturo remains a risk, and should Lo appioach. 
ed as such. However sound its prospectus may seein on paper, it is liable, to 
accidents The undorwiitois may dufault, or the proGt fium the cotiipniiy may 
be B(]uandeie<1, or the concuin may be usod as (ho basis for group operations 
frum which none but the manipuintois will pioGt at all. 

Statutory Safeguards for InTeilors 

In America the machinery piovided by the Iiniitad cominny sistem h.is 
been developed into an engine of fraud, power aud opprosBion ; but i.l Uiu 
same time tbo reformist zeal has mado far moie yioisistout and huiuic ellorls 
to grapple with tho evil. The foisting on the public of fiauduleut or at le\st 
highly undesirable securities of cumpanios has roachod in tliat countiy, with 
its olabomtoly devolopod art of high.powor salesmanship, a f.ir highoi dtgico 
of poifcction than’any where olso in tho woild. As a natural ruactioii, i)io>Lnti\o 
legislation has also .been carried to a far more advaticod dogrou of strinji-ncy. llioso 
laws are known ns 'Blue Sky Laws.’ This is a technical tmm foe tho .\uioiicau 
legislation designed lo protect the investor from buying woitbloss scciiiitics, oi, 
as it wae piclurestiuoly expiossed, from buying so muiij foot of blue sky, 

V2 
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Tlio investing jiublic in India is also provided with a number of Icgisla- 
tivo safogimrds against the {randuleot activitios of company promoters ; and 
those aio as follows : — 

1. PrcTenllve. Section 03 of tho Indian Companies Act proscribes the 
information relating to promoters, the property to bo purchased by tbo company, 
tho past history of tlic company, and tho lilo, which must be disclosed in its 
prospectus, so that an intending jmostor may find out whether tho issue of 
shares of dehocturos put hatara him is sound or unseand. Scctica VS-A males 
the rigours of a company prosiioctns applicable to an offer for sale. Section 277.C 
prohibits tho hawking of shares, dobonlurcs and bonds of foreign companies in 
British India. Finally under tho legislation for the control of capital issues, 
which has been in force since 17Ui May 1943. no company in British India 
can issue any capital oscccdiog Bs. 6 lakhs without tho previous sanction of 
the Central Government. This is an effective safeguaul agaiosl fraudulent 
company promotions, since tho Government does not give its sanction until it is 
satisfied that the promoters and their friends are substantially interested in the 
company. 

2. Civil Liability of Promoters. The promoteis of companies are sub. 

joctod to certain civil liability. Section 100 of the Indian Companies Act makes 
company promoters liable to pay compensation to any investor who suffers loss 
oa accouat cl say Irtiuduhnt etatcansat in a cewpany proipc<,tv8 i while section 
2C5 (tho most salutary section in tho whole Indian Companies .\ct) makes the 
promoters of a company, which goes into Uiiuidalioa. lialle to pay compensation 
for misfeasance. ^ 

3. Penal Remedies. Company pionioluis uie ulsu m.vdo criminally 

liable for their fiuudulonl aclitilfciil Under section J37 and apart from 

the ordinary remedy avKiUblo under the Indian renal Code .igninsl tbo fraudulent 
company promoteis, Ibo Begistrar of Joint Hlock Companies is aulhoiiscd, on a 
a complaint being made by a shaioholdcr, to inicsligato cases of fraud broiishl 
to bis notice. After making an inquiry ho must report to tho Provincial 
Government, which may order a public proccculion of perrons wJio are believed 
to bo guilty of an offence in relation to tho company. Compemy promoters aio 
also liable, under section 262, to imprisonment if they issue a false prospectus. 

Ratting of Capital. After a iraLlic limited company has been incorporated 
the first necessity — and one of paramount impottanco — is to raise tho necessary 
capital. This may be arranged privately or by public subscription ; and if tho 
latter course is adopted a jirospcctus is usually necessary. An appeal for tho 
necessary capital 5s made to tbo public by means of the prospectus. Where the 
capital required is obt.aincd privately from the friends and relatives of tho 
promoters, there is no need of tssuinga prospectus ; hut in that case a statement 
in lieu of prospectus must I f» filed with the Registrar. 

company may raise Ifie required finance in several \vn>s, viz— by issuing 
bIi.iios, by issuing del cntuic' or I.y imiling dcrc<bili> iioin the public. When an 
ifcspc of shares and dclcntujc? is offcicd io the jmbl'i, it may be underwritten. 
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The rarfou? typos of secnriticH issued by comiwuies and tha underwiiting of 
securities will be osphined in full in a subsetiuent chapter on the financing of 
business concerns. 

Subscription List, When the prospectus ioTiting public subscription to 
the company’s capital has been circulated, the next stop is to prepare the 
eiibsciiption list. This usually takes the foitn of separate Application and 
Allotment Sheets for the dilTeiont classes of shares, suitably ruled to recoid the 
necessary paiticuUis The paospcctiis always includes a printed application 
foDD. which is fiHod m by the .appljcant, ami sent, together witJi the amount 
pijable per alwro on jppl'cjUon to the compiny’s office oi to tfie conipiay’s 
hanhcis Tlio &i bscnpt'oti 1 st is kept oi>en till the reriniicd c.ip'tit has been 
suhsciibod. Tlie list is then tlosoif .ind the diiucttns piocpod to aifotment. The 
term olloftcent aignifics the aixeplanu! hy tho directors of the oiTers of tho 
applicants to tako shaies 'indtho conti*)c( is comploto as ‘soon as the allotment 
lettoi is posted. 

Allotment of Shares. \ public company cannot allot any shaies without 
compiling with tho pmsisions of section tOl. which fall under two heads, namely 
slmee(f) wlioio tho shares mo olToiod to tho public, and (if) where there is no 
invitation to the public tneubsclibe (oi shnes. 

When Ihfiy is I'uhlir Off^r. No allotmont sbalt bo made of any share 
capital of ft company olleied to tho public for subecription unless the following 
conditions are s-itisfied : — 

(it) The BiiniBuni sulecription h.afi been subscribed for. The term 
tnfnimuiu subscription means the amount wlddi, to the opinion of the directors, 
must bo uised by tho issue of tho shares offeied to the public for subscription 
in order to provide the sum, or 5f any part tbeieof is to be defrayed in any other 
manner, the balance of the sum reijuired for (1) the purchase price of any 
property to ha purchased out of the proceeds of the issue , (2) any pieliminary 
expenses and underwriting commission to be paid by the company ; (3) the 
repayment of money borrowed for these purposes . and (4) working capital. 

{]>) A sum of at least 5 per cent, of the nominal value of shares making 
up the minimum subscription has been received in cash by the company. 

“ (c) All monies rocoired from applicants for shares sfiair be deposited and 

kept in a Scheduled Bank until tho certificate to commence business has been 
obtained by the company under section 103 or tha inoaies so recelied h.aie been 
letuniad to tha applicants in acooRlance with tboproviaioa following. 

(d) If the minimum subscription has not been obtaiowl within 180 daj-s 
after the issue of the prospectus, all applicatioa money must be returned without 
interest within tha next 10 dxys Tha directors become liabie to repay the 
money with interest at 7 per cent, per annum from tfie espiration of the I90th 
day unless they can show that the loss of money was not due to any misconduct 
or negligenco on their part. 

ll'Aen there h no PnUic Offer. In tha case of the first Rllotroent of 
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shams payable in cash of a company ttIiicIi iloes not issue any invitation to the 
public to subscribe for its shaies, no allotment shall bo made unless the following 
conditions are satisfied ; — 

(rt) Tho minimum subscription has been subscribed for. Here the term 
minimum subscription moans cithor (i) tho amount (if any) fixed by the memo, 
randum or articles and named In the statement in lieu of prospectus as tho 
minimum subscription on which the directors may procood to allotment, or (il) if 
no amount is so fixed and named, the whole amount of the sliare capital other 
than that issued payable otherwise than in cash. 

{h)‘ An amount not loss than fi per cent, of the nominal value of each share 
payable in cash has been paid and received by the company. 

(c) A statement in I'cu of profpoctus lias been filed with the Registrar. 

Eflect of Irregular Allotment. Section lOl is designed to pievent persons 
fiom attempting to float companies with insufficient capita). \ny allotment of 
shares made in contravention of this section is called an ii regular allotmenl. 
An irregular allotment made by a company to an applicant is soidalde at tho 
Instance of the applicant vrithin one month after Dio fielding of the statutory 
mooting an<) not latter or in any case where the company is not required to 
hold a statutory meeting or wlieio the allotment is made after the holding 
of tho statutory nieetiog within ono month after the date of the allotment and 
not lator. 

Return of Allotment. Section 104 requires that every company having a 
share capital sliall, within one month after allotment, 

(a) File with the Registrar a prescribed return of allotment stating the 
number and nominal amount of shares allottVl, the names, addresses and descrip, 
linus of the allottees, and the amount paid, trciled to ho paid or duo and payable 
on ciicli sbaio , and 

{})) In case of Eharos allolled as fully or pailly paid up olbcrwiso than in 
ca«1i, (i) probico to tlio Registrar for bis iiisiwrtion and oxamiii-ition a contract 
in writing constituting the title of the allottees to tlio allotment loget|ior with 
contracts of sale, etc., and also (it) file with tho Registrar sei Ified copies of all 
such contracts. 

A'ofc — Calls on shares, forfeiture of shares, and share cci-tiCcato are exphon. - 
ed in tho next chapter, 

Commencement_of Business. Section 103 pmvides that a public company 
cannot commence business or exercise any borrowing i»wers unt'l it has coitiplied 
with tho following conditions ; — 

(rt) .Shares payable in cash have been allotted lo an amount not less than 

the minimum subscription. The 'term minimum subscription has alrearly been 
explained aboae. 

(b) Rach director has paid to the company on every share taken by him 
and for which ho is liable to pay In cash, an amount equal to the atnouul payable 
by tlie subsciibing pubjtc on application apd allotment, 
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(0 Tlioio In'? boon filod with llio BogMtrAT a Bttlutoiy dochiutinn i.y tlio 
pociotuiy oi ono of the ilitoctois tli.it tho aforosiid comiiLioiis ln.\o l)eon com. 
plioil with. 

(il) In Ibo COSO (sf u comp.iuy which (Iocs not issiio a {iro^poLtui, Uioio ha<? 

boon filed with Iho Ecyistrai a Etafeinent in bon of inospectiiB. 

On tho CJing oi tho stalutoj-y dochmition, tho liogtstinr will issuo to tho 

compuuy a tortific.ilo outitling it to comuioDCO husiaoss. Such a loltificato is 
n conclusiie ovidouco tluit tbo contpmy is ontitlod to commonco bnsinoss. Any 
contnict tiunlo by u comp my bofoio tbo data at which it i$ ontitle.l to commonco 
business sbnll bo proMsionnl onli and shiU not bo bindin' on tbo compiny until 
tliat dato and on that dato it shill licun.io binding It is, Imwoicr, 8poci.iI]3' 
provided that nothing m tbo above mentioned eoctiou is to pmioiU lliu simiillimo. 
oils offei fot subscription oi nllotmciit of any sbiies .nid del onluics oi tbo 
leceipt of any applitilion money on dobentiiics 
Test Questions 

1 "All iniiiisti i.il itbol stwh nv 'Joint Slock Cninjunj- ai ly Ixj.ir lory 
dilTeienl mo.uiiugs ui Oiffuient tiKimistantes ” Distingitish between the 
jinpnj t.mt kinds of ;oiiil stock compmios m tide coimtiy 

{I’omhay J). Com. lOitj) 

2. Tlioro are coiUin formiUlirs winch ate to bo complied vltli by a limited 
cnmpnny before il is incorporated and also subscqnonUy whbn it is entitled to 
cnnnnoiico busmess. Rbite tiie tame as piovisoly as yon can. 

(Agm n. Com 1010) 

5, D0«crtiia the snecossivo stages in llio flotation of a joint stock company, 

(Af/ii. Jl. Cam. ma) 

4. \Ylnt restrictions mo pUcod on tbo cUoke of a name of a company ? 
Can il cli.inge its mine and disjwnso witli tlio use of Uio worM 'Ltd.' as put of 
its name ? If so, subject to wb.it conditions ’ (AUil. II. Com I9i!8‘ 

Cl. A compmy rogistoicd in tbo U 1‘. decides to Bloft its logistoied ofEca 
to tbo noiubay I'icsidoncy. Is it logiliy potim'ssililo, .and, if so, wliat steps 
will Imve to bo taken to effect llio desired chingo / (Agra J> Com. 1917) 

C. At wlut st.igo of its foimstion is n coiuiiany oiititfeil to issue a 
piospoctus ? NMiat me the cliiot facts which Uio proapectus of a coinp.iny is 
required by law to disclose f (AUd. !)■ Com. 1027) 

7. What infoinution woiibl you otpect to find in the prospoctus of a 
company ? How would you 8C.in it fiom tbo point of view of an investor 1 

(Mill. B. Com. mO) 

8. What ifi a prospectus ? Ciltically discuss its coutonts, 

(Homhay B Com. 1915) 

.1). Esplain tlio following statements which ivppcir on a company 
-pi ospoctus : — 

(a) Ctmsonl o! the Conlnil Govoiiunont Iws hoon obUinod foi this issue. 

It must, however, be distinctly nndoistood that in giving their 
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consent tho Govornment of India do not take any responsibility for 
the financial soundness of any scheme or for the correctness of any 
of the statements made or opinions expressed with regard to them. 

{]>) Application will bo made in duo course to the Coinroitteos of the 
Bombay and Calcutta Stock Exchanges for permission to deal in the 
shares now being issued. ''Atjra 11. Com. 1044) 

10. ^Vhat is tho differonco between n prospectus and a statement in lieu 
of prospectus ? State by whom and when each one of’tlicm is filed. 

^ (Agra J). Com. J!)40) 

11. ^’hat are the' statutory roquiromnnts to bo complied with before tho 

shares and dobenfiires of a foreign company can be offered for safe in British 
India ? ''Agra D. Com. 194.~>) 
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Definition. *It is curious tbai Ibo law does precisely define tba tertri 
Director, Section 2 (5) simply states that the term ‘director’ includes any person 
occupying the position of a director by whatevor name called. Function is every, 
thing ; name matters nothing. 

Ii is generally accepted, bowovof, that a director is one of fchoeo persons 
who arc responsible for directing, governing or controlling the policy or manage, 
ment of a coruinny. Eoguhtion 71 vests the control of a company 's affairs in 
the directors, and, though they may dologalu tliefr powers to a certain extent to 
managers or managing agents, the ullimalo responsibility is theirs. A limited 
company miiy bocoino a director of another company. Collectively the directors 
are known as the Board. In some c.ises, however, they are described as 
'Governing Body' or ‘Committee of ^lanagcmont'. But by whatever name the 
managing hotly may be c.\lled, from a log.d viewpoint the members composing it 
occupy tlic iiosiliun uf a ditcctur vvilh all the attendant liabilities and respon. 
bibilitics. 

Number .of Directors. Hoctlon 83.i\ provides that every compmy (other 
than a private company not being a subsidiary company of a public company) 
tuust have at least llirco directors. It looks, thcreforo, as though a private 
company, which is not subsidiaiy to any public company need not liave any 
directois. But, as Bcgnlalion 71 compulsorily provides for the roanagomont 
of all companies (public as well as private) hy directors, it is obvious that even 
privalo coinixiuics must have dhcctors, not necessarily three. If, however, a 
private company, not being a subsidiary of any public company, does not appoint 
directors as such but leaves tho managoment of its business in the Hands of 
sbaieliolJers, than the sharcholdois themselves would bo deeited to bo dirodors 

in tha eyes of law. 

Selection of Directors, As the uiauagcment of tho affairs of a company 
log.illy vasts in tlio directore, it is very important that thoy are wisely solodcd, 
BO that tlie company's, bus'ncss may run aitiootfaly and efficiently. Sirictly 
speaking, in the best interests of the company, directors should be chosen for 
reputation, past oxpcrienco, tocIm'c.vl knowledge, business capacity, financing 
ability, helping in procuring business or being useful in any other way. Each 
directoi should bo in a position to nuke some definite contribution towai'ds the 
well-being of the company ; otherwise whatever nsrauneratfon is p.aid lohim would 
be a sheer waste. In this respect, the directors of a company may be fitly com. 
pared to an athletic team, tho individual members of which are usually selected on 
their respective merits, each lioiiig expected lo make bis definite contribution to 
the winning of tho game. 

A director is supposed to direct, guide and govern tho policy of tho company. 

It is therefore difficult to understand how ho can carry on his duties efficiently 
unless he knows his job properly. If a director is to appreciate readily tbo** 
various problems that arise from time In timo in ihc administration of n largo 
company, be must possess at least sou-o knowledge of law (pailicularly company 
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Uvf), olouients of banking and currency, economics, accountinoy, finance and 
psycliolog) ; and be should luako himself familiar with tbs powers and regula- 
tions of the company as contained in its memorandum and articles of association. 
At least ono or two directors of the company should thoroughly undorgtimd Iho 
lecbnicj} side of the comp-toy's husiows. and one at Wst should, if possible, be 
a trainoil accountant to look after the finance. 

All this ma}i sound as a counsel of pertectiun - nut c.ip.ih]e of i.tbiiniiiont 
in practice in v’err of tbo fact that persons iKissessitig sucli qualitications .iro not 
easily avuflablo in this country. That is quite true. In reality, thoroioro, tha 
Belecliun u{ directors is go\emed nut solely by the crilciion of the above qualib. 
catioDs but by other coosideiationa. AULeugh the law has entiusted the 
minagcmcnt and control of companies to directors as a body, It is not et cry 
diroctor’s ^^usiness to direct. The administration of n Urge company is aa 
intricate, detailed and whole.tuno pursuit, which demands a lot of spccialisod 
knowledge, and is therufoio left to tbo expert. The bo.rrJ of directors of almost 
9>ery company is usually composed of two sets of directors — jctite and p.is8{vc. 
The actiro diroctoi-s conslHulo what tuay appropriately bo called an inner 
cabinot. They ore t lie persons who invariably belong to tbo managing agonts of 
the company and are nouitaateJ by them. It is they who actually control the 
company’s affairs. Iboy spend tlioir life in the business and love it like a obild, 
at least in the COSO of ^^elUoTgAnisod and successful couipauiea. They remain 
more or less porniauently in office and aro not bound to retira by rotation. They 
arc the ruon who hare bad adequate business trafnieg and technical experience 
beforo their appointment as directors. They naturally resent the interference of 
otber directors wLo may bo lonued passho or non.direottag directors. But why 
nro such non-dirocting directors on the board of h company at all, when their 
re.«l function is not to take any part in tho coutivl of the company's affairs ? 
The reasons for addiug u few dummy diractois to tho board of a company may 
bo sumiuoJ up as follows * — 

1. 'Jho law reiuircs that every public compaay and every subsidiary 
co'np.uiy o1 a public comp.'.ny must have at least tbreo dircctore. In order to 
comply with this requirement, one or two nooiinai directore may have to be 
taken in. 

2. houiolinies, particulaily in the case of now companies, some persoas 
nro given a Beat on tho bavrd for Iboir naiuo and prestige. It may’ bo said tint 
these prestige directors {or guinea-pig directore bs they are coatempluously 
naiuod) are Useful in eoveial w»yB. Their names act first as tho bait by which 
tho public is induced to acquire tho shares of tbo company, and, after Ibo 
company has been financed, as a meaus of presoTving confidonce. They also 
help in consolidating the control which the activo director or directors oiorcito 
over the company machine. Iho piactiee of having, as nominal directors, 
poisons of goovl posit’on who take little activo part in tho alfaiis of a company 
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is not, of course, in tho best intorcst of the sbarebolders, as I't gives a false sense 
of security to them and encourages malpractices on the part of tho active 
directors. 

3.. Some directors get in as the representatives of special interests sucli 
as debonturc.boldors, Go\emmont, public bodies, or persons holding ‘largo blocks 
of sliaros. fiucli provision is often necessary in order to attract capital. ■. 

4. In concerns like banking and insurance companies, whore the procure- 
ment of adequate business may depend upon tho influence of their diretlors, 
some diicctors owe their appointment simiily on account of their business 
connections, as they arc expected tu bring business to the- company. That is 
why the hoards u( banks and insurance companies are usually largo. 

6. Some directors come in merely on account of reciprocity. There are 
in India a number of woll-ostablisbed managing agency bouses, each controlling 
a number of companies. They select directors fur their companies from one 
another. 

It may tberofore bo said that tho composition of tho board of directors of 
a company is based on difforont considerations, ^hon the Indian Companies 
(Amendment) Act of 193G was before tho Central I/jgislaturc, n number of 
members wanted that tho board of directors of u company should bo repvoscuta- 
tivo of all intorcsts involved. In opi)osiDg this amcDdment, tlio llou'blc Sii* 
Nripondra Sircar very humorously described tho working of sucli a boaid us 
follows : — . . , ■ , 

'* “Accepting the principle of representation of dilTcront interests and tiio 
Bclicmo of the Goscrnnicnt of India Act democracy, the ideal board composed 
of diffciont iutercsls nill work like this. Mr. Satyr murti will inprcsont mio 
parly. Lot us have Mr. llijlia on the Board us icpieseuUng tho dopiesbod 

classes, ilr. Dajoria the JlitaksharaSanaUnislB ami Mr. Joshi Iho hbour. Jait 
U 3 put ill Sir Homi Mody on IJio wholly untonablQ ground that ho has got 
Eomethiug to do ivith business, blow wjll this Board function ? 

“Suppose tho company Is proposing to erect an additional mill and is 
intending to buy machineiy. Sir Uoini Mody, a business man, says ; ‘Wc 
have got plenty of money and money after all makes money. That is my motto. 
Lot us have another mill.’ Mr. Satyamurti will say : ‘Nothing of tho kind. 
Are we going to buy foreign taaebinory. I won’t allow it. Wo must wait 
jintil our nationals produce better machinery.' Mr. Josh! will have no objoctfon 
whalsoovor to the mill being started provided it is understood that tiio company 
will agree to a 20 hour week, double wages and compensation to any worker who 
runs away witliout notice. This is how such a Board will function, 

“I submit that tho directors are in Iho position of tho oxocutivo. They are 
' in charge of the management and they must have ccitain amount of freedom 
of action, 80 that there may be continuity of iKjIicy. 'I hoy liavo to act on the 
spur of the moment, on tho conditions of the inonoy market and so on It 
should not bo tlio idea that on the 13o.ird jou must have ropioscntiitivcs of 
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(lifforont latoicst?. la tha matter of company maiugecnent t!io interests of 
evors’bocly ara to sectire a iJiVKloml.'’ 

Appointment of Directors. With rogirrl to puhlic compaates sectioo 
83.B (I) provulos that, in tha absence of any provisions to tbo contrary in the 
articles of i\ company, (i) the subscribers to the momoraniUim shall bo deemoil to 
be the diroclors until Uio fiilt diiectois aio appoinlod ; (ii) tho directors of the 
tompxny shall bo uppoiulcd by tbo mombeia in geneml meeting; and (in) any 
casual v.icancy octuuibg among tho dnectois may Iw filled up by tho diioctois, 
hut tiio pereon so appointed shall lotiio at tho same time as tho peison whoso 
pLico ho h IS t.ihen. Under section ■'7-1, nutwithstandain anything coiitafned in the 
arltclos of iv compinj otbio thin pm.ito ti>ij)p.an>’. tJio diioctojs, if jjiy, 
appointed by tliu m.niflgiuj shill md osceod in number one-thiid of tho 

wliolo miinboi of dnotlgrs 

It folhitts, ihcrofoie. thill if the ailiolcs of a public company do not mabe 
any provision for tjio a]<pii’ntniont of dui.>ctoi8, thou tiio signatories to tho 
iiicmur.iudtiiii are (list diicctoi*. and siihscqiiout iliioctors aie to bo appoiutoil 
Ly t)ie couipjDy in gon.uil meeting 'ihis piotis'ou louls to tho otrouoous boliof 
in tho public mind tli it tho »pj>ointinout of diicctois h in tho hands of the 
sliaieholdeis, But tint will be tho c.iso only whoo the aiticlos of tho company 
nro silont In practlco tho uliules invariably contain suitable proviaioos relating 
to ilhei,torB--thoir numboi. mole of appointment, renuinciAtlon, share qualifioa. 
tion, icmoval, etc., and thcicfoio (ho provs'ons of soct'on 63.11 (I) are of no 
piactical use at III) tccoiOing to tho iisuti piocoOiiro contained in tlie aiticlos, 
the diroctois ol a company arc appointed ns follows : — 

1. Tlio first ( 111 ectoi-s are «elocted by tho piomoters (who are to bo tho 
managing ngonts of the company) and ate nnmcil in tho articles. However, 
according to seefon 6-(, a person cannot bo nimed as a director in its piospoctus 
unless before legistnition of atCiclesor pcibl'cation of prospectus ho Jins himself 
III- liy his agent 

(<i) signed and filed with the Registrar a consent in witting to act ns such 
director and 

(h) if a share qinlification is nocoasary, (*) signed tho memorandum for 
his unalification shares or (w") taken and p.iid or agreed to piy foi 
ills quaiilicatioii shares or (iii) signed and filed with tlio Registrar 
a contract in niiting to lake and puiy for his 'qu.alific.vtiou shares or 
((!') made and filed with Iho Begistrai- an affidavit to the effect that 
tho qualification shares ere roistered m his name. 

On application for registration of memorandum and articles, the applicant 
must file with tho Eogistiar a list of persons who Lave consented to bo directors 
of the company. 

. 2. As stated later on, all the first dnoctors of a company compulsoiily go 

out of office at the fnst ordinary general meeting Therefore as regards subsequent 
appointment, tho managing agents have tho right to appoint up to one third of 
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tho total number of directors ; then one or two are reserved for appointment by 
special interests such as Government, States, dobonturo hoHers, preference 
shareholders, municipal or district boards, etc., leaving only a few directors to be 
appointed by shareholders in general meeting. Thus the shareholders have only 
a very limited power in regard to the appointment of directors. 

Section 83.B (2) lays down that at least two.thinls of the whole number of 
directors of a public company formed after 15th January 1937 shall be persons 
whoso period of office is liable to determination nt any time by retirement of 
directors in rotation. The ostensible object of this provision was to prescribe 
that two-thirdf, of the directors of any company shall retire by rotation and be 
reappointable only by election by the shareholders, But that is not tho case' 
.Ml that It rerjiiireg is tliat two. thirds will letire and will be reappointed by those 
who appointed tliem as pro\ided in the articles, which are supreme in th*s 
respect. The procedure relating to- the letheroent of diiectois by rotation is 
governed by the compulsory legulation 78.62 of Table A. It is said that the only 
sound pi-inciple of company nianagemont is to vest the ultim-ito control in the 
directors and to make those directors in turn jesponsitle to the shareholders. 
This is the puvivi«9 underlying those regiilBtions. But, since tho re-eloetion of 
only a few of the total number of directors is in the hands of sharoholders, that 
purpose has nut been completely fulfilled. 

3, Any casu.al vacancy occurring among the directors is filled up by the 
directors without tho consent of shareholders, although the director so appointed 
holds olfice only up to the time when his predecessor would have letired, ifbe 
were subject to retirement by rotation. 

4. The chairman of the board of directors as well as of the company is 
appointed by the managing agents from amongst their own nommeos. 

of Director!. The directors of a company are known by dlfTerent 
dosignations according to tlie mode of their appointment. director appointed 
hy the managing .igonts is usually called an <».ro/)frfo director. One api*<t'nted 
liy debonture-liolders is called delcntiire director; and ihote npixiinted by 
other interests are sitpcial directors. Diiectore appointed by sharoholdon are 
ordinal‘ 1 / directors. In a life insurance company some directois are appointed 
by policy holders and are known as policyholders' directors, and srrce are 
appointed by shai-eholders known as members' directors. 

'''"Share Qualification of Directors. No share qualificat'on on the part of 
directors is required by law ; but It Is usnally fixed by the articles. The extent 
of their holdings in the company Is taken to be an Indication of their faith In the 
company, and the*promoter in order to inspire confidence in the investing public 
frequently arrangoa for a substantial share qualification to be fixed in the 
articles. The fixing of a large share qualification is not always in the best 
interests of the company, as such a procedure has a tendency to attract money 
niilier than brains to tho board of directors. It is. however, advisable that the 
diiectors should have Bomo slake in the roropany, no matter bow small, since 
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cannot act as a director ; uridor ecction 8G.G, a director rotnovod by tho tsompany 
by moans of an extraordinary resolution cannot bo rcappointod by the directors ; 
and iindor section H 1. A, a director convicted as the result of an investigation 
carried out in accordance with 83ct'on 13S cannot bo a director for five years 
without tho leave of tho Couit. 

^Rosition of Directors. Directors .arc tho moio trustees or agonts of tlio 
company — tru^-tccs of tlio company's monoy and pioporty and agents in tlio 
transactions whicli they enter into on beliilf of tho company. 

Directors uro trustees to tho extent that they must exorcise their p-3wors 
as defined in tho articles of tho company t rtho Loneiit of tho mcrabors genorally 
and not for tho benefit of tliomsoh*os or any patticuUr momher. That is to say. 
Uioy must iippro>u transfers, make calls, Issuo and allot shares, dccl.^rc dividends 
nr make investments in the interests of tho c<impany as a wliolo and not in the 
interests of any particular individual-or individuals. 

Tho general law of agency govoins to a largo extent tho rolatfonship 
between tho comp my and its directors. Dircctoi-s being in tho position of agents 
for the company arc not ponsonally liable on contracts they enter into on behalf 
of tho company provided tlicy do not oxccod thoir authority. If they exceed 
their authority they \7ill bo liable, as are other agonts, on the breach of warranty 
of authority. Thus tho directors are spoeiat agonts and not general agents, that 
is to say, they have no authority to act in all matters coneorning tho company, 
but only havo such powers as are definitely giyon to them by tho company's 
memorandum umd articles. Directors like other agents are entitled to ho 
indomnifiod by tho company against all losses and oxpensos projierly incurrod by 
tlwm in tho due performance of thoir office. 

•^'^Powers and Duties of Directors. Tho compulsory regulation 71 of Tablo 
A lays down that tho business of a company shall bo managed by its directors. 
Tills regulation expressly delegates to the directors Iho power to do everything 
that the company can do except where the authority of a general meeting of the 
company is expressly pr<scriliod by the Act and the articles of the company. 
Some of tho principal powers of directors consist of allotment of shares, making 
calls, forfeiture of shares, rectific.atioiT of the Register of Members, rejection or 
, approval of transfers, making contracts, incurring capital expenditure and recom. 
mendation of dividends. “Detegate^ non protect del^gnfe ” — a delegate cmnot 
delegate liis authoiity. The directors cannot thorehro delegate their poweis 
unless the articles of the cainp:iny''oxprc5sly provide for such dologatlon, e. g., 
regulation 91 of Table A. - ' 

A company is an entity distinct slifro trom its members and directora. 
Borne of its powore may, according to its articles, bo exorcised by directors, while 
certain other powers may be reserved for the membors in general meetiig. 
Whore the poweiB of management are vested in tho directors, as they are by 


egulation 71 of Tablo they and they alone can exercise those powers. Tlio 


I 


fmrcholders cannot usurp tJio powers 'wlitcli aro vested in the directors any 



lOi ' business OfeGANisATiON 

likely to fitid any groat aifficulty o\-or this section, forifit is to the intorost ol the 
company that a managing agent sbouU acf also as a selling egoot for the company, 
it will always be possible to aoewe the sharohoWota' consent to tho arrangement, 
\Seclion 86-F. Under tbia soettotf, without tho consent of tho diroctors. a 
(liroctov of the company, of tho firp) of wliitli ho is a partner or any other paitncr 
of such firm, or lliajiiiN.vlQ coinpany of whUiltc is a member or diroclor, can. 
not color mto'’iiny trading contract witli llm company. It is against all canons 
of morality U encourage jintcticcs involving an incvilablo conflict l«)twcon duly 
and inlcjost. A diiector ItoWs a fiduciary'position and to allow Imn to deal 
with a'compiny on his own account and for Jjis own lainefit seems to be 
roprohonstble. Of course, under scctioirfil. A, an mterestod director is rorjuirod 
to disclosjo his'interest at the moeUog of directors, and under section fil.B ho 
cannot vote on tho contract in which ho is mtcrostwl, nor is ho included in tho 
quorum. Further, under section 21. A, a company • must keep a register for 
recording particulairof all coatracta in which tho directors are interested, and 
this register Is open for the sharohoWers’ inspection. 

Those safeguards not necessarily protect tho company fully. There is 
nutldug in sections 91. A and 91. B to assuro tho shareholders that tho provisions 
of thoso sections have been duly^coinplicd with. Tho minutes of board meetings 
aluno can show whethci* they havo'l'oon coiupllod with, but those minutes are Dot 
open to filtarcholdcrs' in&t>st:t’oo. Iflomovor tho sections in question are not 
always effective as tlio directors do not always watch the interests of share. 

holders as against thoRO of tho inleiesled diroclor. In praclico it may bo that 
the diroctons acchminodato each other. 

'Section hS.G. This soction piovWcs that a comiiany may by ati extra- 
ordinary resolution rcmoitJ any director whoso period of office is^ liable to 
dolermlnation at any titro by rcliremcnt of directors in rotation before tho 
expiration of h'S period of o!fice and may by an ordinary resolulioa appoint 
another pereon in his stoid. If a director should be removed in this way. to 
may not lo io.api? 0 !»lcd by tho board of directors. 

'^Scct'on 86 H. Undei this section, the directors of a public com?>any or of 

a subsidiary company of a public comjvmy cannot, without the consent of Ibo 

company concerned in general meeting, sell or dispose of tho uadortalring of tho 
company or remit .my debt due by a director, 

•wScclion 66.1. The office of a director is vacated if ho (u) fails lo obtain 
tho -iu:difical'ou bb..ios vvilhin tho Ihuo fixed or at any time Uteicaftor ceases, lo 
hohUhoin ; (7/) becomes of unbound mind oris .adjudged insoUent ; (t) fails lo 
pay oil calls within six montlia fiotn the dalo of Ibo calls ; (d) coulravones tho 
provisions of sections SG'D, bG-E, or SC-E t (e) absents himself from throe 
consecutive meetings of directors or from all meetings of directors for a conli. 
nuous period of throe months (whichever is the longer) without leave of absence 
from tho board of directors ; or (/) conhavcncs any oUier jprobibition prescribed 
by the articles. 
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How do Directors act ? Tbe directors of a compaD}- usually diiect tho 
affairs of a compau}’ by dicisioas of tbe DHtjority. But in sooie cases thb law 
requires a statutory majority of tho directors. Thus tho managiag agents of n 
company cannot enter into any tradiog contracts with it without tho cunsunt of 
Uirue.fourtlis of the directors present at a board meeting and entitled to \uto on 
the resolution ; or the manoging agents of a company cannot invest tho funds of 
one toinpany in tlie eharos' and dobonturos of another company under tboir 
lu.inagumeat unloss the purchase has been previously approved by a unauimous 
decision of tl>e board of diiectots of the purchasing company. Tbeso rejuiro- 
ments of law tako away the joint respoosibilit] of directors. 

L-Vacation of Office. Tho direclora of a company ^acate tho'r office in 
neconlanco with tho provisions of section tfti.f as described above, or, if they 
are removed by un extraordinary resolution of the company according to section 
bG.U. buhjcct to articles, a director may resign his ofhco at any time and tho 
power to accept such veslgnation is usually given to directors. A director may 
also he removed under the couiroon Uw by slvaroholdcrs on account of pecuniary 
misconduct, ncghgencc. incompetence or permanent disability. 

Liability of Directors, the directors of a compony nay incim liability 
in various wayb. In tlis llrst place, they my become liable to pay damages 
(m) to outaiders foi contracts when they eicood their authority or when they 
contract in their owu naaie , for torts (i. e.. wroogdoing such as the infringement 
of a patent) , or (or untrue etatemeots Jo Ibe prospectus ; and {&) to (he company 
fur negligence as .agent or for misfeasanco or broach of trust, e. g., breach of 
urtiulos rusuUing in loss to the company, application of the company’s funds to 
t4?fri( I'irer purposes, socrot commissions and bribes, improper paymonts, etc. 

The directors aiu hahlo (or ncghgenco or bre.M.h of trust in relation to the 
ofTairs of thu cuuipany 'While the cotunany is a going concern, the remedy is 
by an action at law, but after litiuidatioo has commenced proceedings may be 
taken undei ruvtion 235. If it appears in tho couiso of winding up that thoro 
has Luen Ill's (eas.ince or breach of trust, the Court may on the application of 
liquidatoi 01 any t.roditor or conhibutory exaniioo into the conduct of such 
person and compel him to pay damages. Misfaasanco is a breach of duty not 
involving the miaapplicatiou of the company's funds, but resulting in a loss to 
tho company. Breath of trust le a misappfiuttioa of tho corapaii>’s funds. A 
director who has boon rendered Iiablo is, however, entitled to contribution from 
his co-diroctors equally liable. 

Secondly, in certain circuinstoncos tho directois may become ciiuiiurdly 
liable. Under section 23G they aie liable to finq aud imprisonment for dcslruc- 
tiou or falsification of books, accounts, etc. Under section 237 tlioy aie liable 
to prosecution by the Court during tho winding up of n company if they aio 
guilty of a criminal offenco. Under section 282, they are liable to fine and 
imprisunmeiit for wilfully making faKo statemuuts in any accounts, icpuitb, 
cortiJicateB, etc. 
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Thirfly, llio directors may also bocomo liable to fine if Iboy dd not ■ tomply 
with coilain provisions of hiw. 

Managiog Agents 

In India, imiito in other countries. Iho management o[ limilod compauim 

IS poslly in li.eliands ot managing ngcnls. A characteristic feature of orga. 
-c induslrj and commerco in all tho chief lutllun centres is the presence of 
e largo OoCnej firms. In addition to pattictpaling in tho import and eiport 
trade, they finance and manage industrial ventures all over the country and often 
mwo several branches in the large towns. 

This system is tho outcome of conditions which are peculiar to India. It 
s So to speak grown up with India's industrial development. It is customary 
0 a opt tho view that tho nuinaglng agency system is peculiar to India and is 
not found anywhere else in the world. It is found to a small extent in Great 
. That the sjstom which is almost universal in India is uncommon 

m Urcat Britain is undouhtcdly a fact, duo to tho different circumstances under 
which mdustrj- has developed in the two countries. But that it is non-existent 
n ot or countries is incorrect. The term itself is infrequently used buf Ilia 
3'Stem exists no^crtholoss and for the same rcasoa"88 tho original managing 
agency houses came info being in India. The firms exercising this function in 
Groat Britain are normally classified as managers or secretaries. They hold 
their position normally by their expert knowledge of a particular line of bnsiness 
and do not as a rule manage the same variety of companies ns the managing 
agencj houses in Indha. The most noticeable induslrj' in which the practice is 
firmly established is that of shipping. There ore a score of companies, some 
of them famous shipping lines, which are under the mensgemeni olfiiccs of 
managieg agents. It is noteworthy that one of the lines, the IMctor Lines, Ltd., 
has as its general managers and secretaries, >Yol(er Bunc’rcan i, Co;, Ltd., u 
name famous both in sbipp'ng and politics. This form of management is not, 
of course, confined to tlie shipppiog industry alone. An important parallel is 
provided by the Kolav Group of Gold Mines. Messrs. John Taylor i Sons, 
the well-known mining ejpeils, are managers of this Group. In the case of 
numerous tea companies quoted on ibe London Stock Bxchange. the companies 
are managed by managing agents, agents and secretaries,’ or secretaries, working 
under tho boards of directors. A procedure closely analogous to managing agency 
system is found in Britain in connection with the management of many of the 
well-known investment trust companies both in England and Scotland. A 
number of these companies arc managed by firms of managers or managers and 
secretaries, who each control a number of companies in a manner rcry similar 
to the Indian. It is not unusual for from fivo to eight companies to bo managed 
in-this way by one firm of managers. Capital, 10th July 193G. 

Origin of the System. To form a clear idea of the part the system of . 

managing agents has played in Indian indoslrial doAolop’iicnt It is necessary to 

trace its origin and see the linra alcng wLitli it has dc^oloix.'d. The early 
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pionoers of fndHstrr hi ItrU'n wora Rritish morcfiants who fiist came out to 
India as Toprescntativo^ of soaie trailing companies. They wore men who were 
first engaged in the goDoial trading business, but soon turned thoir attention to 
other lines of activity, Thoy found thomsolTOs in a largo agricultural country, 
licli ill natural resources and with a vast consuming population and a plentiful 
laboui supply but indiistinlly quite nndo\elop(jd.u.^uljlic confidence was lacLiog. 
Jiowovor. -and tboio >vu8 no l.rgo Jasst of people wtfJiog to let others have tliQ 
use oi tlieii moncj (oi the put pose of mxcsting in tlio industiy, 

In CQusoquonco, the e.ulj pioneers of industry found their enterprises 
severely limited by the lesouicos which they could put up themselves or 
persuade their friends to pio\ide. They stattcil industries^ formed partnerships 
and advanced the capit.»l foi starting and cairymg on their business. Often they 
bad to nurse industries tl}ro«»"}i many years of loss, foi it was only after a concern 
had hocomo \ isibly svicc^ssful that their could bo any hope of attracting in\cstoia 
fiom the ouU'de public, ^iien. houoyor, tliis stage was reached and the major 
eloiiients of iish seemed to Jwyo Leeii olimioated, if was possible for a business 
to ho turned into a public compmy, and the successful pionceis were able to got 
bach a cousidorablo put of tlieir capital by sclUug a hugo portion of tlieii business. 
Ilai ing thus leleasod tboii c.ii>iu) they' uere ready' to enter into fresh enterprises. 
As prit of the piocess of Stirling the public companies, the founders bocame 
minaging agents (o the computios aud secured a long term of managoment by 
airuo of agreements botwoon tbcinsclyos and the companies. Thus in parting 
with their intoieits, they woio caictul to rctiin their powoi of control over tho 
businesses they had founded. AooUior reason for tho giowth of the mrnaging 
agency syatonr was tho diificirJty ot Cndtng <:«iitftblo managing directors who could 
i-omiin in tho country fot a snfliuvntly long litno t<i •rui.anteo tlio coiitiiuinus 
nunigemeiit of the conccinc entiustcd to lliom. 

Tims the inanngmg agency system grow up in Bongal^ n account of the 
special economic conditions in whkh the British meicbants (oimd thcinsolvo^. 
Move or loss tho gkino urcumslanccs le<l to tUo ost ibiisliiiicnt ol iho iiiamgiiig 
agency system in Western Indi.v Thoro the Indian ineidnirts who were orig.igc'l 
in general trade and uioie particularly nr the cotton trade begin to tale interest 
in the devolopuront of industry. In this direction they leeohed considerable 
help fioin tho resident English repiesentntives of Bnt'sh maohinery mannfaotur- 
iog firms. They also hi.d the s.'une difficulties as the British meiciiants in 
Bengal, namely, there' wois no industrial ,lerders and no largo investing class in 
tho country. 

A furtl or factor which led to the managiog agency system in India was the 
company law. Ti ]l 11)13 it was not compulsory .for companies to have any 
djrectois at all. It was therefore possible to devise a system by which the 
poraous iiiterostod in coaipaniea made themselves manuging agents. When tho 
Indian Companies Act of 1213 made the appointment of directors compulsory 
in the case of public compauies. the managing agents had no diificulty in getting 
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in India, Not ovorj' managing agent can claim the ability, prudence, or 
resources of the groat business houses by whom the system was founded, but 
0 %'cry agent, whatever his capacity fof fulfilling the functions of managirtg agents, 
benefits by the tradition and to a large extent owes his existence to it. 

Constitution of Managing Agency Firms. According to law the managing 
agency of a company may be in the hands of a person, firm or company.')Tlut 
managing agencies aio cliiolly in the form of partnorsli'ps or private Hmitc<I 
cocripanio3.y In some coses, particularly iit Ahrfiedah.a<l, public limited companies 
also act as managing agents. The managing agency houses are either European 
or Indian. 

The European agency houses aro usually constituted on the basis of 
heredity and selection. The original founder of the agency firm has his family 
represented on tho firm by one or moro mombors, and solocted outsiders are also 
taken injo partnership from timo to timo. Theso outsiders bring with them not 
only capital and industrial ezporienco but also some technical knowledge. The 
Indian agency houses aro. liowovor. cor^lnUod more or loss as family concerns, 
and no outsiders are usually admitted into partnership. It does not mevn, of 
course, that the succession to a firm by tho son or heir of tho family Is necessarily 
a mistake ; but when this occurs to the exclusion of other talents and experience, 
the results are unsatisfactory. 

Dominance of Managing A?«nts. Efficiency of company managements 
depends largely upon the extent to which its executive consisting of directors 
and managing agents enjoy freedom of action without being hampered by exces. 
sive intoifereoce by shareholders. In this respect tho managing agents in India 
have been at a great advantage compared with company executives in other 
countries. The managing agency system is in almost all cases a form of economic 
oligarchy. Tlio managing agents socuro comploto control over the comp.vn'ns 
’ under their management in some or ail of tho following ways : — 

1. They secure control by means of written agroeraonts with their com- 
panies. Under section 2 {0.\), a managing agent is defined as a person, firm or 
company entitled to tho management of the whole affairs of a company by viituo 
of an agreomont with the company and under the control and direction of Uio 
diroctois, except to the extent, If any, otherwise provided for in the agreement. 

It means that, by an agreement with the company, it is possible for managing 
agents to bo independent of the control and direction of tho directors in such 
matters as may bo specified in tho agroement. 

2. They usually retain a substantial block of shares in tho companies nndor 
their managomenti and the shares aro commonly those which carry largo voting 
rights. It is not po£siblo to find out in each case tho actual oxtont of their 
holdin{,R, ns tho shares aio held in tho names of various persons wlio are directly 
or indirectly allied to tho managing agonts. 

. 3. In some caoes, they are the principal dcbonluro-holders and creditors 

>t companies. Tho dopondcnco of companies on the finance supplied hy manaj. 
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ing nt'onta iialunilly tiyfilous uji Iho grip of tLo Littor over tlio foiinor. Scttion 
B7.A (0) pro^iJos ILat tlio iiuiuigiiig ngunls of nil coiiipanius fotincil boforo l7lli 
'^ftuunry Aviil not cunliiiuo to hold oITilo aftor thu oxpiiy ol tnonly joais 
from that dlto. Hut Hus tutmiu-ittun of tLoir ofitcu \%sU not bo cBctti'.o ujUil all 
itionlob pnyablo to tbom lia\o been pud.^ 


I. 'Iho Hliciiulioldurb o( coitijMisitfs .110 soinottiiiua luaiiy .iisil aio scaltuioil 
o\cr lung (IfstiitRCs. Ihuy do nut Liiow uno unutiici, ami tlioi'r mdiTulual 
stulvo in the coriiii.itiy ss olton vosy sm.-ill. UikW siicli circiimstancos tlioy 
CAJssiut Lu cxiscetU'l to conso Usgotlwr andopuiato against tho massaging a-'cnts. 

f>. 'Iho ‘lirucluis. who ftio supisosed to oupor^iso tho inanagiog agonts, 
nro not in many eshcs its .t |>csilioik to do so. Loc.iuso most of tlions owo thuir 
npi'otiitinont oitlior diiotlly to the iiiun.iging ogetsls thoinsolvos or iniliiuctly tu 
tliuir inlliiunco. llicn thoro uro muiio citreclorb s\|io hold so many iliictLoibliip'S 
Hint lliox nioainiply issdsUomst nssd ssnablo to iwifonn thou piopor function. 

Advantages of Managiog Agency System, 'iho uusitaging agutieV 
s)hlutii. Ik uni'iiio fo.iluie of om tiiiliietnni vigiunsitiuii Ii-as loon subjoclod 
lu iinhttt eritieism fruisi tiino lu Innu. Hut is Iho systom luilly so bad 
(kb (t Is bU(iiot[uii.H isi.ktio oiil lu bu / I.0I US thclofuro bCO kvh.it tiro its 
aiHsksstiigoa ur wh.\t fcsssius iV luistiuues to ixnfona tu our inilustrios and 
cosniiBotco. 

1. J'roiiiolion It IS Ik wolhhiiuwn fact tli.it bofuio any industrial con. 
luiii (..nil Lo stalled, u coiUiii niiiount of proliminjiy work bus to bu done ; and 
tins rofiuiies tliu ospoiidituro of both muiiuy, and tochnical and financial lalunt. 
'ihoio kkttt no tompany proDnAing sgencios hoio just m then) tvro in Woslovn 
cuulitiius. Under such ciiciiiiistaiiuis. soino onu mdiMdual or a group of in. 
ditiduals must taki) tho initul list, of iinusligkting into tho possibilitius of tho 
succubsful working of u now iodcciii and sUit prohtnnury opciulious. All this 
work is doiio by managing iigools. In tho Wosl tho puntiolocs niu rowiiidud fur 
their serxicos b) a eish piymon w hy tlio fico allotment ui a k.erUiu uuiulev ut 
the company 8 shaios. In Iiuli.i tho tu inagmg ttgi,nU who ui.t .is tliu promolois 
aiu ciitruslod wiUi Uie iiiHnagenivnl of wniipuiucH whidi tlio) lake liic tioublo 
of ci eating. 

V/\\ lien a Loiiiiuny is foniicd tu puiuliubu some uMsling piopurt) tho 
managing agents eithoc buy or buy tho light to buy such piopoity before the 
company is actually incotpoiotud'fHwid tho uioro luaponsiblo managing houses 
in India usually p iss on such pioi>uttii'S to tho toinp.uuos at cost prieo, wlioro.is 
in otbur parts Ilf till) Ttorld eoiiipany proiiiotors usually Irunsfor such piopcrtics 
lo couipaoios at inflated Valiios niul thus taku flotation piutit, 

2. Unilcricrititif/. In oidoi to Boiniio tmu tho puhlio the uipital roiiuiiud 
by ii toinpiny, it 18 often nocoastuy Umt thoio bIiouIiI bo soiiio liusled iiitor- 
njodiaiy to bring (ogother tlio tiionoyoil mxoslnig public and tlio noody but 
brilliant coinpiny pi-oinolcr. '^ns function is |n.ifori:ied m lliiglaiul by undor- 
"nliDg or issue hcubcs, in Guiu.aiiy by iiulusliiul banks nuJ in U. B. A. by 
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investment banks. There are no_ such institutions in India. Hero all these 
Borvices are rendered to companies by tbeir managing agents. They act as 
undorwritois and assist >n tho placing of sbaroj on tho market and tho znobilfsa. 
tion of tho people’s savings for industrial purposes. 

3. Fiuani-e- Tlio managing agents roudoran osscnttal servico to industry 
by providing finance for tho staitirg of now companies or Die oxt)ansion of 
existing ones, ft Is uoticc.iblo that, ovou ill centres whore joint stock companies 
aro folly established and their priociplcs uttdemlood, it is ruthor difficult to start 
a now venture, unless tho prouiutors have, at tbeir private disposal, a considerable 
proportion of tiio roquisite capital resources, ft is true that in recent years when 
money in tho hands of the public has been plentiful, numerous companies have 
been formed in India almost entirely with public money ; but siece tho control 
of capital issues came into forco on (t7th May lOj ^the Central Government 
before granting permission for tho raising of capital from tho public ordinarily 
requires that the protnolors themselves should furnish a substantial portion of 
the capital. 

/in many cases it is only when a business bccoroos demonstrably profitublo, 
that it can with confidence be thrown open to public subscription. Until then 
the promoters mu3t‘'bo prepared to provide the capital requlromcnts /root their 
own rosoutces.'^'’ 

Some companies raise a part of their capita! in the form of deposits received 
from the public. Here again tho tuaoaging agents form a necessary link in secur. 
lug such finance. The readiness of tho public to dcpoeil their funds and t!ie rate 
at which they lend tho money depend coliroly upon the credit and financial 
standing of the manuging agents of the companies concerned.' 

y Moreover, tho hanks in India aro gonorally reluctant to advance money to 
limited liability comiwaies unless Ibo managing agents aro piupared to furnish 
personal security, Tliyie ha\o been instances in which the managing agents 
have undertaken very considerable risks in llw way of personal liability in order 
to save the companies under llioir management. 

In circumstances such ns these, tho anxiety of managing agonU to occupy 
a dominating position of control with respect to tbeir companies is underetandable. 
Tho freedom from control by the sharoholdors, which such a position ensures 
to managing agents, has been severely criticised ; but, while it acTmlttodly leads 
to abuse in some cases, the fact is that in tho hands of efficient and hOnoit 
managing agents, who aro able to pursue thoir policy without undue iutcrforence, 
it can prove of great benefit to tho companies controlled. • 

4. lialionnUsndon. Apart from providing tho protnotiug and financing 
Borvicca, the managing agency system often loads to more olIicioDt aud ocouomi. 
cal nianagomont of companies than would otherwise bo possible. 

A big firm of managing agents controls, for example, a number of com- 
mies owning tea estates, jute mills, collieries, etc. For tho efficient manage- 
ent ol these various concerns, Ibo firm will have separate doparlmoats orga- 
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nfBoJ ou Ibe lines o( cicli inilostry— a tea dapartmont, a iutd'dopartment, a coal 
departmoiU, a shipping and insurance dopmiuont. etc.— thus ensuring that tho 
companies controllod by thorn engaged in the Tarlous industries receive tho 
Biwcial attention which they require. It will base in addition its own purchasing 
and sales organisation dealing with tbo purchases and sales of all tho companies 
uuder its control. 

The od\anlages of maa»ging agonu> of tbu, uatiro to tho companies ton. 
coined are oIia)oi.« \ In thetirst pUco, tlwy obtiin at a tomparatuclj roasoiiahlo 
tost Che Sol a itcs of men of outslaihling ability and long business oapoiienco. w ho 
normalij ooustilult a big and importaul luauagmg agtnc> linn. Sorvltes of inou 
to iiigfily quilified would be toyonJ the roach of tho coinpatiies if they had to 
find Iheni for themsehes, 

lu die second pi ICO, tite axstuin eusuies a further ecoQouiy to the compu 
lues When a jute null, a toal cut]ipau>. a tea garden and a transport tompany 
are under the s.«uic in.>nagt'nient. the piixlutts of one concern God a nuirket. or 
ut least a sinall outlet, in tiio business of die others. Thus a tnusport company 
is assured of a ceitain amount of bt sinews, hccaiisc the goods of alt tho allied 
tuncccns will duubdess i'o sent through it Similarly a coal company is sure of 
liniling an outlet for its proilutt in the allied julo eontern or tea fattory. TLoso 
coneurixs wiiith need picking material uiiy bo vapettcil to utiiiso tbo products 
of ttie julo coinptii) under tho a.-uuo luauaging .igcuts. 

Ill tlic third I'Lcc, tLc> got tho udtatU.igo of b.isiug at thoir disposal highly 
qu.ilihcd (cciiuieal and bupenisor) staff whotu (hoy could not ordinarily afford to 
Duipluy diciiibehes, 

I'liialt) , the uian.tging .igetits, with tboir puretusing and sales orgam'satioB, 
uro uLlo IajCIi to bu] <<n'l to sell to (he best a<)v«Rtago of tho companies. An 
oig.iiiisatioit buying iu bulk, in oosatant loueh with and {xrssessicg an intimato 
kBoivladgo of the mirkot. sbouh) bo obsiuubly m a stronger position (boo an 
iodMhlu.il buior , nhilo a hrui sclJiog, sa>, for a do.<eu juto mills should obtain 
letter ivsulls lli.iu a do^en jierMAus of v.uious degrees of competenco, e.ich selling 
for one luill. 

^ - tp this w.iy, einnpiwcs under a big linu ot managing agents secure, 
ssitbuul an uUual couibiualion, all the adv.xntagcs of rationalisation in tbo 
matter of buying, iiiaaufictuiiDg. selling, mirkcting, propagnnila, research and 
finance. ~ 

G. Snftguanl for l»vestor$. The maiuiging ageiiiy sjstem is indeed u 
'•rcat safegu.ird for tho imcsling public, binto (bey know that the big agency 
houses value their reputation far too highly to risk failures and are prepared to 
make bubbtantial sacnhccs to protoot their good u.imo. The mauagiug ivgeuls 
are often of ro.d serxiuJ to touipan’cs in temporaiy diffieultii.s.'^hus, when 
the tea*and the cotton industries wore lussing through a poriod of depression anil 
banks were unwilling to nUauie mouoy to thorn t>a account of the losses which 
lb 
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they had suCfoicd and thoir very oxistcnco wag threatened, it v;aa the managing 
ngonta who came to the rescue of the companies under their care, and, by 
furniaiu'ng tiio rcquiaito finance, enabled them to weather the storm. There 
havo been numorous inslcnccs whoro tho mauaging .agents have written off 
considerable losses to themselves in order to help through difficult times com. 
panics that had a prospect of ultimately making good and bonefitmg the 
community as n whole. 

In addition to tho specific services rotidcicd in saving the weaklings from 
coUapso in tmies of difficulties, managing agents cvoalo a feeling of confidence 
and trust when it is most needed. Ti»o managing agency system has contributed 
more than .my other single measure or method to remove the distrust and 
insecurity ^\hich has prevented Indian capital trom participation in industriivl 
ventures. Indianisation of the share capital of companies has gone on rapidly. 
What stimulant did attract Indian money out of its shy hoards? For a 
regular How of capital into profitable and productive channels two conditions are 
oBsontial — a sleady stream of income and tho growth of trust and confidence in 
tho moo who control and manago business. >.^ndi«D.o\vnod capital odmitlodly 
began to participate in industrial ventures at the loginning of this cooturj^ 
1/xcoptiog ut mfcmZs, tvlu'cli Iiaru Wo caused by gohoml wo;ld conditions, 
tho process has continued and India today is meeting an mcrousingly largo 
propoition of her caidt.il requirements iDlciooIly. And tit's fact corlait>]y 
indicates aninctcasing umouot of faith and confidence in the men who have Leon 
fnstrumoatal m br/cigiiig ((Lout this slate of afiiuis. In India, in Bengal puiti. 
cukrly, tUo confidence of the public baa been established, and there can he no 
hesitation in attributing it to the steady and conservative control of mdusfrj’ by 
managing agents, who saw profit to Iheir DBDJo in profits honestly earned, and 
BO built Up a reputation for integrity and sound business sonse. 

v/It is commonly conceded in the financial circles of Calcutta that a venture 
promoted under the ausp’ces of a firm of managing agents sf.'tnds a better chance 
5f nttracljjjg public money than does a company with an independent and whole- 
limo osccutiTo.v" This is largely because the managing agents affix to the pros, 
pectus of tho company tho seal of their approval and give the new concern a 
promise of steady and sound control. The investor's rists are accordingly mini, 
mised and the hallmark of a reputable firm is often sufficient inducement to 
him for investment. In tho ahsonco of special institutions, which could furnish 
sound advice to investors in tho matter of their inTcstn’cnts, it is a good thing 
that old and trusted firms should sponsor new industrial ventures and afford 
protection to investors. 

Defects of Managing Agency System. -Is aliead 3 ' statod, injoagiug 
ogonls secure eflcctivo control of the mdoBtrial concerns they manage. Tlio wide 
poweia possessed by the managing agents can obviouj!}- L« used cither primarily 
for the good of tho joint stock cojnp.inios or for tho good of the uiaii.igfng agents 
themselves ; and, human nature being what it is. ft is h.adly lilcly that the 
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Rystoin sliouUl h''.\o roachotl its prasont ilogroo ol Josolopraont witlioat compkinta 
that Iho leas nltniistic policy is sometimes adopted. The syatom lias, therefore, 
brought ill its train a numbei of aorious abuses. 

1. I'inanciiil Dmninance. Under the tuMiAging agency system, industry 
tends to bo dominated by financiil ratlior than industrial considerations, Tlia 
iiiaiiuging agents uio people who cun supply the iioccssaiy financo, rather than 
people who ha\e the iieLOSS ly toclniical knowledge to cany on the mdestiy. 
Ilonco, if u coaipvny gets into diflicultiai, the muiiging ngonts are more likely 
to assign thoii riglits (of touise, willi tho consent of Bluireholders) to another firm 
that is financially Btiungei than to a film technically better qualified to carry on 
a pailicukr business. 

2. /f.rcessipe in •''AnreS. The managing agency system has 

been occasionally respons’hk, pirticnl.irly I'u Uombay, for the e'cccssi\o speculation 
in shaics of companies, ,^nJ wc,\kDess in the financial position of the managing 
Agents, qu'to aput from the position of .my particular company whicli tliey 
coiitiul, once it becomes known oi suspected, Imils to spocuUtivo activity in the 
fihaie maibct on tjiu pait of Ihoso wl o wish to got control of the compiny by 
acquisition of a majoiit) of eluios. Such weakness of the managing agents 
ioimodiatoly loacts on tho position of the companies wliich they control, though 
those may thomsohos he •iiiiio sound Many of tlio comers which have 
disgiacod the Ilombiy Slock Ikcbango (loiii time to tnno have been the rosuU 
of tho intoudepondenco between the oimagiog ngenU’ c'ctoinil acti\itios and 
tlioii functions as finnne' il agents of the cooipanies in Ihoit charge. 

3. LdTiti/ of Din'cloriiil Cotilro'. CoifipauioV boards of diroctors aw 
often unduly weighted with notnineos of tho managing agents, and caia is taken 
to pi'ovide in the oitiijJcs of tho comjian os tn such a way .as to proaent this 
woightage being distuilod by any mo\o on the p.iit of sluioholdors.'^ Instances 
aionot wanting whore diioctors uiidoi the contiol of manig’ng agents have 
issued deforied sbajos with multiple voting lights (which haae been bouglit up 
by tlie managing agents) not in tho inteiosts of the company but m order to 
enabfo tiia managing agents to retain contiok The directors of joint stock 
companies in this countiy usually lack the idea of reBponsibility which their 
position entails. They tousidei their occupation to be moie oi less formal and 
take it for granted that everything would be looked after f,y the managfos ageuts 
who aio virtually thoii masters. The eatraordiniry powers conferred upon the 

managing agents haae turned them from mmagois into masters,’ and tlie supei. 

vision of tho directors has become a farce.-/' 

Moreoa or, a lar'’e number of diroctorabiijs are frequently hold' by a single 

individual, who in oue way or another is connected with the man.iglug agents. 
This practice has tended to concentrate the directorships in tho bands ol a very 
limited number of men. The result is that their attention to their duties is 
irregular and inefficient. Many of them look upon their job as a mere sinecure 
for the purpose of making some extra income. 
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4. Infer-invcstmenf. In many cases there has been Uie objectionable 
practice ol inter-in\ostmont o{ funds among concerns under- the same manage, 
ment. Of course, loans between two or more companies under the same 
managing agents are now prohibited by law ; bnt the pureliases by one sucli 
company of the shares and debentures of another are still permicsibla with tbo 
unanimous consent of the directors of the purchasing company. Such a method 
of Cnaneing is highly questionable. There may be no evil consequences when 
the financial standiug of both the companies is very good, but Iho interests of the 
Bhareholders are adversely affected when the funds of a strong companj’ ore 
employed in financing a comparatively weaker concevn. The debcuturcs issued 
by one companj may lie euLscribod entiioly or mainly by other compan’cs 
under the same management. This inteilockiug of interests often spells ruiu 
oven for finarcially sound concerns which have been tacbed on to weaker oacs. 
It also tends to peipotuate quite wastofuHj the life of e%on thoroughly insolvent 
or unsound concerns which in the larger intei'csts of the couununity as a whola 
should bo inimodiatoly closed down. This artificial propping np oi weak 
companies is olten due to tbo managing agents’ desire to retflin tbeir remuncr. 
Htivo job. 

G. Incompefeiit vianagcmenl. The managing ogoocy ngrooments are 
entered into for a fairly long period, now, of course, Ihnitod to twenty yeais ; 
and managing agency firms, particuUrlyWndian, are constituted ns if "they were 
family concerns, f son however incompetOQt succeeding his father. The hoio. 
ditavy principle is economically unsound,^for there is the danger of the firm 
falling Into ineompetant hands, as in practice it often does. It therefore leads to 
fncompotent management. Very ollcn it happens that oven after the able and 
onorgetic proprietors of a firm of managing agents, with whom the managoment 
contract had been originally made, have retired or passed away, the management 
has fiiifl to lie continued with their successors in the firm even if they are found 
to ho ahsofutofy JDcoinjiofQnf or jndffierent ; and this h hi'ghfy detn’mentaf to 
tho interests of the shai-eholdors concerned. 

fi. ExpIoUation. Companies are frequently exploited by llteir mainging 
agents in one or more of the following ways * — 

(n) J^fisasi’ of Insiiie laformnfiotu The managing agents, with tbeir 
‘inside knowledge of the working of the companies which they manage, are able 
to manipulate their share holdings in the various companies in such a way as 
to ensure the maximum profit for themselves, irrespective oi the interests of tbo 
shareholders. VThey may declare dividends to suit tbeir own interests; they 
may depress or inflate the price of shares by declaring low or high dividends to 
serve tbeir own purpose and to specolate at tho expense of the shareholders and 

' tho public, oven when such declaration of dividends is absolutely unjustified by 

tbo results of the working of the company. i 

For instance, in tho case of a certain jute mill company, although this 
compmy was making very large profits and ell the other jute mills were jaying 
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inonej' for tlioir iiriv.ito pmjio«09. Although puliUc comp iiiios anil thoir prirnto 
Bubsidiarios orn not now nllowcil to make loans lo or to givo gunrantoos in favour 
of managitig ngouts, yot managing ngonts m^y still maintain a current account 
with tbo company for purposes of the compatiy’s business. Strictly speaking, a 
cmillt belli by nunaging agents in ft current account with thoir company is 
unolher fuim of « loan which thuy may partly uso for their own puri)0S03. 

(f) I'linecc^sanj f’lipiViit Kxpfxulituri', The managing agcntci very* often 
exlcuil tlio ojTonttions of companies out of profits instoail of distributing them in 
ilixiilouJs. They add buildings, purchase now machioury even when the existing 
machinoiy c.\nnot ho profitably employed full limo, provide for wrious other 
oxtensions ou the plea of imptovements own when tlio probablo icsults do not 
justify tho ospendiuiro involved. .Ml this they do for tho simple purpose of 
keeping a.s much property under their control as possible and also for tho pnrpo'O 
ut earning additioual comui'sston on capital oxpondituro wliore tliey are cntitlm) 
to do 80 . 

(fj ll'iiNfe «/* /.■*. Tho mmiging agents .md tlieir favomito direclois, 
who are often in league with one another squander away tho resources of 
cnmpxuies in >-arious ways, and in particular by employing officers at dispropor. 
tlonately higli salaries. Tliese officers who are usually coaneclod with the manag- 
ing agents nwko In one w.iy or another large illogilimato Jiicomo out of tbo funds 
pf companies. 

Statutory Control of Managing Agents. Tho m.in.iging.sgODcysystom has 
l*o«n pnjr.\leut lu this country for tv very long’ time ; but no provisions esistcil in 
the Indian Compauios .\ct of 1913 to deal with the special posilfon of nanagi'iig 
agents. The devolopments. however, that had taken place in joint stock comp-ioy 
mauagemeut since 19V3 m.ulo it imperative that the m.anaging agency system 
should receive recognition and that any amendmoDt of the Comp-xmos Act should 
contain provisions for tho control of managing agents. Such provisions were 
therefore intitxluced in the etfsting company l.aw by the Indian Compon'^ 
(.\tuendnieat) Act of 193G. By that tiiiM llie ixisttion had I con reacheil when a 
decision had to he mads vrhotficr (he system. In its own interest as well as m 
that of the public, should or should not be subjected to certain legal restrictions. 
On the one luxcd, it w,vs argue*! that to impose restrictions on a system which 
had been iostrumental in building np Indian industries mu*it endanger the further 
development of tho^o ludustric*^ ; while on the other hand it was urged that the 
abuses to which it h.-id Icil were thmiselTes the priocipaJ liin<lracces to further 
Industrial development. It vra« also contended that no amendmeut of tho Com- 
tnnie* .\ct. however stringent, enn make c*3mpany scindafs impivsible. They 
occur in every country of the world and under every system of managemeDt, for 
uo statute can make all men honest. The best safeguard for the shareholder w 
increa<ing education of the investor in the art of discrinunating between good 
and bad managements. If he Iiazards his investment , in tho pursuit of goed 
divideud.'*, that is bis affair and he most not corapUin if occasionally he fails. 
Oceavcnal failure and the elimination of the unfit Is the justification of the 
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capitalist system. But iLis kind of ur^ument did not Imd f.i%our witli tho Intluu 
legislnturo and tbo managtiig aguncy system was Lroiiglit under atatutoiy contiol. 

Tlio nmondmaots iua.do rn 19J6 in tho ladiati Compauica Act of 1913 airo, 

in the first instanco, at tho gtcalor education and enlightenment of the sliair. 
holdors nml tho public in tho affaiis of juint Stock cctupjuics Thus provision 
bus been niado randering tompulsoij Ibo disclosure, in the prospectus, of tlio 
loruis of managing agency ngroomoiita and of tlio names of paitnors of managing 
agency finiis, together with tlio natu-o of tho interest, direct or indirect, of tho 

directors of coEopanies in tho managing agency fnms. Ihe Lcoping of oppiopij.ite 
books and tbe publication of mure details in balance sheets .'ind profits and loss 
accounts are pi escribed , and (ho Govenmiont has taken power to requho eiplana. 
tions and make inquiiics, and, in oxtiemo C.ISOS, to institute ciiminai proceedin-'s 
if a Ciinpany appeals to be gtiiUy of frauduleot trading. 

The legal provisions aio intended to correct tho specific abuses of the 
managing agency systom ; «nd hon .uni to what extent they do so are desciiled 
in the following paragraphs. 

1. AppointiiX'nt. Under section S7.B(f) the appointment of the managfng 
(igont is net to he valid uHhout the sanction of the cooipany in geneial meeting, 
hut tho atipoiutinoe.t uiado piior to the issue of llic prospectus statoiiient in lieu 
of prospectus is exempt from such 6.iii>.tioii This cseuiption i-cndeis tiie power 
oi shaieliolders illusory and inofreclisc. Asa lule. tho (lunaging agency agreomout 
is nude piior to llio issue of tho prospectus and the niiscliiof an'sos out of such 
arraugeiiiont, althuiigh it is iiivaimhly iiiciitionod in tho piospcctus itsolf, beoause 
tndlsidual shareholders seldom care to ucijuaint tliomsohes with the details 
givon in the piospoctus. It >s. bowovoT. aiguod that, if tho toiins npon which 
Iho managing agents are to net nro sot out in tho prospectus and tho public 
subscrlho upon that basis, it would bo most untaii if ut tho statutory or other 
genoral mooting of the couiptny. tho uietnbois lofuse to sanction tlie appointment 
of tho managing agents or endcaruui to altoi tfio pioposcd maii.iging agency 
terms. If any one dees not npptoxc of the inunaging agents oi tho iemuueia.tion 
to be given to them, ho need not apply fw sh-vro-A 

It is inteieslirg to know how tho f.isl »iiu.i;,ing noOnls of a new comp ny 
are actually appointed, 'iho hist sot of diroctois nho aic puiclically fiiends 
and nominees of the pioinotois (who m then tuin beiunia tlie managing agents) 
appoint the fiist m.m.iging .igonls on llio managing agoDoy toims set out in the 
articles. Undei powois dologaled to Uw> diieetois by tlio articlos, the directoia 
sign the iigrooniont bolwcon tho managing agency fnm and tho company, so lh\t 
in practice the uppoiutinout of the liiat managing agents docs not come up before 
tho sharcholdeiB at all. 

Section 6G.A providea that if an unUischaiged insolvent acts aS £i ciauagfng 
agent of a company, ho is liable to impiisonn.ent and a hcaij fine 

2. Diiralion- By Beclion hl-S public tompanies and tboic piii.ilc 
Bubsidiaiies aro proliibilod from appointing man.iging agonts to hold office for 
uioio than twenty jcais ut a t.uio, ami oil managing agencies existing on 15tb 
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Janoary 1937 will automatically torminato xcitbm tx^enty years after that date. 
At the oud of the period it uriU be opon to the company in general meeting to 
renew the agreement for a further period of twenty years, and if the agreement 
is not renewed, the managing agent of the company will be entitled to a charge 
upon the assets of the company by way of indemnity for all liabilities or obliga. 
tions properly incurred by him on behalf of Iho company subject to osistiog 
charges and encumbrances, il any. Moreo\or, all inonjos payable to the managing 
agonts for loans made to or romunoralion due from the company must he paid 
before the termluatiun of the man.)ging agents' office can take place. 

This provision is based on the sanctity of social justice and public weal 
and does not regard arty coutract — mueb less an unconscionable arrangement 
— as sacrosanct. Tlioro is, however, no suitable safeguard to prevent existing 
agents devising subtle means for defeating these provisions of law by enlaiging 
the business of the company or starling now lines or raising fresh capital, 
thus keeping the companies indebted to them so that they may continue 
in office. 

3. A’cHJUMerrt/WJi. Section b7.C provides that after 15tb January 1937 
when any company appoints or reappoints a managing agent, bis remuneration 
must bo based ou a Qxed percootago of tbo net annual profits calculated after 
allowing for interest on loans and depreciation but before any deduction in 
respect of incomeftax oc iuterest ou dobeutures. If the matuging agent's 
remuneration is to be calculated on any other basis, a special resolution of tbo 
company is required. The managing agency agreement can, however, provide for 
a minimum payment in the case of absonco or inodeqaacy of profits tc^etbor 
with an office allowance. But no maximum has been laid down for determining 
the minimum sum to bo paid in tbo absenco of profits or as office allowance. 

4. Voicers. According to the statulor)* definition of the form 'managing 
agent,’ given in section 2 (9A?, tho m.vo.'igiog agents, by virtue of an agreement 
•with the company, are entitled to the management of the whole of its affairs ; 
and they can bo independent of the control and direction of directors in sucli 
matters as may bo specified in the agreement. But under section 87.G directors 
are prohibited from delegating to managing agents the power to issito deben- 
tures ; and under the same section the managing agents cannot invest the 
funds of the company without the consent of the directors. Except in the matter 
of issuing debentures and making imestmenlB, the managing agents’ authority 
has not been restricted. 

fi. licmovdl. The managing agents, once appointed for a fixed term, 
cannot bo removed by (ho shareholders unless provision for their romowl JS 
made in the articles and tbo agency agreement. But seclion 87.B (a) provide^ 
that a company may remove a managing agent by a simple resolution passed 8^ 

B general meeting if ho is convicted of an offence in relation to the affairs of 
the company punisbablo under tho Indian Penal Code and being under th® 
provisions of tho Code of Criminal Frocoduro non-baiUblo. Ibo inanag'Po 
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public policy that he should dejil with the company on bis own account and (ot 
his own benefit. 

11. Intercompany Investments. Section 87-E provides that no public 
company can loan its money to any other public company undei" the management 
of the same managing agent. Closely allied with the question of inter-compaoy 
loan is the question of the acquisition by one company of shares and debentures 
of another company under the management of the samo managing agent. Sy 
section 87.F such invostments require the unanimous decision of the board of 
directors of tbo purchasing company. 

12. Coinjicting Business. Section 87.H provides that a managing agent 
shall not on his ONvn account ongago in any husintss which is of tho samo nature 
as directly competes with tho businesa carried on by a company under bis 
management or by a subsidiary company of such company, 

13. Managing Agents’ Directors. Section 87.1 provides that the number 
of directors of a public company appointed by the managing agent shall not. 

• exceed one.third of the whole number of directors, notwithstanding anything 
' contained in the articles of the company. 

H. ouf. - Section 86-C prohibits a managing agent of any. 

company from contracting out of his Icg.il respoDsibllitics. 

' The managing agents are also made responsible for the proper maintenance 
of tho companies' books of account. They are bound to render all possible 
assistance to liquidators on pain of iroprieonment and fine. 

In conclusion it may be stated that the managing egency system rondeiftd 
valuable services to Indian industries in tbe past. It has been In forco in India 
for over three quarters of a century and without Its holp the industrial develop- 
ment of tbe country would never have reached Its present stags. Porhairs llio 
finest thing that can be said of it is that no ono invented it. It has just grown 
with tho years and the rcquircaients of India, constantly uiuulding and adapting 
itself to tho changing scene. The best testimony to its efficacy is to bo found 
in tho fact that while it is indisputably British in origin Indian business men 
are in increasing measure exploring its possibilities and building up indigenous 
managing agency bouses which are daily growing in stature and repute. 

Those who advocate the abolition of tho managing agency system do not 
realise the fact that, even if the system is done away witli, the persons now 
connected with the various agency bouses will continue in one form or another to 
represent the best industrial ability and experience available in tho country', and, 
whatever be the form of company zDaDagement, they will undoubtedly remain 
tbe captains of industry. Moreover, free India is now on tbo threshold of big 
industrial development and urgently needs the services of agency houses of ripo 
experience and great financial resoorces. Managing Agents perform a wide 
variety of functions which cannot all be undertaken by ordinary boards of 
directors. The managing agency system is still needed where considerable 
pioneering \vork is involved in tbe establishment of u new industry and where 
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cMvciso Rv^pevviftiou ovcv its affairs. Let us lliercfovo sec statutory povrer 

the sharoholilors of companies in India jiossoss in this respect. 

(a) Directors. 

iljipofntineut. 'V.’ith regard to public companies, section 83-B (1) provides 
that, in the absence of any provisions in tbo aiticles of a company, (i) the subs- 
cribers to the momcrandum shall bo deemed to bo the fust directors until the first 
diiectors are appointed ; (ii) the directors of tbo company shall bo oppointed by 
the members in general meeting ; and (iii) any casual vacancy occurring among 
the directors may bo filled up by the directors, but the peison so appointed shall 
retire at the same time os the poison uhose place he has talon. Under section 
87.1, notnidistanding anything contained in the ai tides of a company other 
than a private company, the directois. if any, appointed b 5 tlio manog'iig agents 
shall not e'cceed in number one.third of the whole numl.ci of diicctois. 

It follows, therefore, that if the aiticles of a compiny do not niaVo any 
provision for the appointment of directors, the directors can ho appointed only by 
mcmbei-s in general meeting ; and this loads to the erroneous belief tliat the 
mcmbei-s of a company control tbo oppoinlmont of directors. But tliat is not 
the praetko. The articles of ail companies do mabe the necessary provision for 
the appointment of directors. They fix the total number of directors to be 
oppointed and prescribe tlio mode of their appointment. One third of the total 
number of directors is in the first instance allotted to the managing agents ; then 
one, two or more are reserved for appointment by spccl.al mtercsts such as 
debenture holders, preference shareholders. Goversmenl, States, ^lunicipal or 
District Boards, etc., leaving only a small fraction of the tctal to bo appointed 
by shareholders in general meeting, tflius tbo sharcliolders have only a %ery 
limited power in regard to the ap]>oinlm©nl of diroctora. 

•Section Sa.B (2) Ia>s down tlwt at least two.thirds of the wliola number 
of directors of a puT^lic company formed after Ifltli January 1937 sliall be persons 
whose period of office is liable to delcrmiaation at any time' by retirement of 
diroctore in rotation. The ostensible object of this provision was to presciibe' 
that two.thirds of the directors of any company shall retire by rot-ation and he 
reappointable only by the election by tbe shareholders. .\U that it requires is 
however, that two-thirds will retire and will be re-elected I>y those who 
appointed them as proiided in the articles, which are supremo in this respect. 

It will thus bo seen that this provision does not help the shareholders 
very much. 

Jlf-Moval. Under section 80.G. tbe members of a company may by es. 
traordinary lesolution remoio any director, whose period of office is liable to 
doterramation at any time by letuemcnt of directors by rotation, before the 
expiry of his period of office and may by ordinary resolution appomt another 
person in bis stead. The person so appointed ^hall retire at tlio s-iniS time as 
the person whose place ho has taken. • 

Under common law the members of a comp.iny have also the right to 
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ing how its affairs ni-o being comluctod. These reports and accounts- are consi. 
dered by shareholdors in general meetings and approved by them. The necessary 
meetings held for this purpose are as follows *. — 

(n) Stalulori/ ileeling. In the case of every public company limited by 
shares or limited by guarantee and having a share capital, a general meeting of 
the members must be held not earlier than one month and not later than six 
months from the date on which the company is entitled to commence business ; 
and not less than 21 days loforo the date of the meeting a statutory report 
coutaining the prescribed information must be sent to all members. 

The object of the statutory meeting is to provide the shareholders with an 
early opportunity of inquiring into the conduct of the promotion, ascertaining the 
posHion of the company in relation to its membership and the working capital* 
requlrec} to carrs" on the husioess, And obtaining inhrmatioa with regard to the 
future prospects of the company. 

At the staluloiy meeting the statutory ropoit is considered and adopted 
and the niembots pmsout hue a right to ask any questions lal.itliig to the fornn- 
tion of the company. 

(6) OnUuaru General ^f<•eting^. Tho directors of a company must call 
a general meeting of shareholders once at least In every calender year in order 
to present to them the annual report-and accounts, a cop^* of which is circulated 
to them at least fourteen days before the date of the meeting. By means of the 
directors' report and the annual balance sheet and profit and loss account the 
tnembors'of a company arc fully informed about the progress of their concern and 
about the manner in which it has been conducted by those representing their 
interests. The report and accounts supplied to the members contain sufficient 
material in order to enable them to form a correct opinion about the company's 
affaire. 

Tlie provision gives to the members an .annual opportunity of reviewing 
the work of their agents and, if not satisfied with the results, of making criticisms 
on the running of his business. When all is well and profits are ample, company 
meetings are visually happy funclfons which last only for a few minutes. But 
when all is not well, and shareholders suspect that there has been incoccpatonca 
on the part of the management, a company meeting may be anything but a happy 
gathering. Shareholders who have teen deluded into losing their money are 
usually angry and often voluble. 

The usual procedure at an ordinary meeting is for tho chairman to address 
the meeting on the company's operations for the period under review, to explain 
the accounts, and sometimes to give an indication os to bow the company is 
faring during the current year, and possibly to indulge in some mild prophecy. 

IIo then moves'that the report and acconnts be received and adopted. 

The chairman's' motion having been aeconded. it is usual for liim to invite 
qnefitions from shareholders. It is then that dissatisfied shareholders may not 
only Rsk questions but also ventilato their views as to the manner in which the 
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Company is dirocteJ, and uiako tuggestiona (or tlio diroctois’ and managing 
agonts’ consideration. ShaiehoJdors who are thoroughly dissatiafied with the 
tn.inagement will soraetirues tn^e the oxtromo course oi rejecting the motion 
for the adoption of tho accounts. Sack a courso, howeror can have little or 
no practic.al effect unless it is accooipacied by the appointaiout of a committee 
to investigato the affiirs of t5»o company, and an adjournment of the meotiu^ 
until tlio committcQ Las reported tlio result of its imestigalion. Eegulation 
105 of Tulilo A, which ia coiupulBory (or all coui|umos, gives to sbaroholdera 
the iwwcr to obtain inspoctioc of the books of account and vouchors of the 
coinpany by iippuinting a coinmitleo (or the puitwse. 

4. of Insju^rtora When sbaroboldors iiro dissatisfied with 

tbo conduct of the companj's affairs as rovoalod by tho director’s report and 
aviditod accounts and by the irroccodiogs at ordinary luoetings, tboy cannot 
ovorrido the powers of tbo di>ec.toTs and caunot (oico tbs directors to give 
infoimation which io the directors’ opinioo might dsniago the company. In 
such circumstances, as stnteil abov;. they may refuse to pass the ocoounts “at 
the ordinary genera] inoeling and appoint .a committee o\ sbaroboldors to inspect 
the books of account sad vouchors of tho company and to make a report to tlio 
morobers at an adjournod meeting. This method can be useful only where 
the directors themselves have oothiog to hide and are in symp.ithy with the 
coinniittOB, because there is no powor given to suclr committee to examiao 
witnesses on oath. Tbeiefuro this course is usually adopted only when matters 
are not serious enough to upset absolutely the confidence of the shareholders in 
tho mansgemenfc. If, however, the matters to be ;nvestJg.Ued are of a more 
sdiious nature, tho eb.ireholdeis m.ty .tdupt oithor of tbo two following statutory 
uiethods of invcsligiition, 

(a) Section 18S provides a moans of iDvusligatiuQ by inspectors who aru 
appointed by tho Proviucial Oovernmont to cairy out an i[i\oslig,ktion ou 
behalf of shaiebolJers on tbo application of mombors bolding a specified propor. 
tion of the issued sh.ire capital, such propoition being one-fifth in the caso of 

banking companies and one-tenth in the case of other companies having a shaio 

capital. In tho case of a caiup.iny not having a ebaie capital, such application 
may be made by not less than ono-fifth 10 Dumber of the persons who are on the 
company register of members. 

This is the strongest weapon in the hands of shareholders, for by it the 

past and present directors, officers and agents of the coinpany may be made to 
produce to the inspectors all books and documents in their custody or power, 

and may be examined on o.ith m loUtion to the business of tho company. The 
inspectors thus appointed will make their report to the Provincial Government 

in such form as it may direct ■ and one copy of tho report will be sent by the 
Provincial Government to tho Registrar and one copy to the company, and a 
further will, at tho lequost of tho applications (or the investigation, bo delivorod 
to them. 
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All espouses of invostjgatioa ara to bo borno by tbs applicants unless 
tbo Provincial Governtuent flirects Iho same to bo paid by tbo company. 

(&) Tho other statutory motbod of investigation is provided by soction 
142, under whicli the sbareboldere may make the appointment of iuspeclois 
without having recourse to tho Provincial Government. Tho apiKiintment of 
inspectors must, however, bo tnado by a special resolution of the company. 
Tbe inspoctois so appointed will make their rei>ort direct to the company and 
not tirou^h tbn P/ovinc.'aJ Oororon^oot ; aztd they possess tbe same perwerff 
as tbe official inspectors. 

5. Complaint to Regi-itrar. Under soction 1 37 (G), if any shareholder 

complaints to the Registrar, hy placing tho necessary material before him, that 
the business of a company ig being carried on fraudulently, the Be^’strar is 
authorised to make an investigation, and after inquiry is entitled to make a 
report to the Provincial Government. 

•According to section 14]. A, tbe Provincial Government in proper cases 
has lo take upon itself the duty, at tho cost of tbo State, of launching prosecution 
of persons who may bo believed lo bo guilty of any offence in relation to tho 
cocopany. A person so coa\ feted is debarred for five years from taking part 
)D tbo management of a company. 

If, however, tho Registrar after making proper inquiry is of tho opinion 
that tbe compliant is false, he will disclose tbe identity of the complainant to tho 
company, and tbe company may take legal proceedings against , him for the 
xecovory of damages. 

0. Other Poicers of Shareholders. Tbe compulsory regulation 7l of 
Table A vests in the directors the entire powers of tbo management of a 
company's affairs except those that are expressly resorv-ed by the Indian Com. 
panies .\ct and those that may bo expressly roservod by tbe articles as belonging 
only to members of tbe corop^vny. There are thus a number of things such as 
tbo dherjljpo o! napibiJ, tJjo attorotjon of art/eJos, tbo SJh of tbo company's 
undertaking, the remission of a debt due bj’ a director, tho schoincs of financisl * 
. roorganisation, etc , which can be done only by the shaieholdcrs in general 
meoting by passing an appropi iate resolution. 

Condt4Sion. Described above are the legal methods by which tho sharr. 
holders of a company may exercise conttol over its affairs. It must not, 
however, ho overlooked that, barring a complaint to tbo Bogistrar which may 
bo made even hy a singlo ahareholder, everything depends upon 
tbe mombers* commanding a majority of votes at general mcoting'5 at which any 

particular action is proposed to ) o taken by tbcin. In practice, tho bharcholJors 
seldom if o\'Cr succeed iu soouring the inajorily of votes for tbe reasons staled 
below i 

{;?) Tho directors of companies under managing agents aio not indeixin. 
dent bodies responsible lo iharuboldcr*, because partners, friends, rclalion^, 
brokers and solicitors of managing agents prcdominalo on such Boarda, mainly 
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oaring lo Ibo (lefcctho molhwl of apixMutb^dinjctors dwwo in the Riticles. 

To begin witli, Uio first dircators aro appointcil by proinotors who tako caro 
to choose tho safest men, Socomtly the managing agents Ihemsolvos have the 
j-iowor to nppo’i.t tlio tlirocloTS up to one tbSid of tboir total nujuber. Tbiiclly, 
the arlalos n tiumbcT of seals on tho directorates for special intorosls, 

arid these so fa aro invambly filled up by mon of tlio managing agents' clioi’uo, 
Thus llioio is a perijiaiieiit uimiui) ited blouk «>ti ic.id) to S'do with tho iitan.igiiig 
agents 

(fi) In aiij h^lit wttli the iiliaieholdtiia llio diKctois and nian.ighig agents 
put uji a un tod trout It is woll.knuwn tiut Uioy gonor.vlly possess and wliero 
they do net possess they easily iii.\ko up the neccssuy voting sliength, so that 
no losuliition may bo p.iS8od ngimst thon will This is m.ido possible cartly 
by the rtpiUiy on the pirt of sharobolJoie unit p.vrtly by the manoeuvres of the 
niiiiuguinont. M.my s!ia\ohuId^» do not vote cithoi in person or Ly proxy ; 
801110 an) dead "bde muiy others aro uiitucJable. Some reside at Jong distances 
often out ot India wliilo many otbuis UIO d's<]ualitiod horn voting by reason of 
tlio shires not ii ivmg been logistoicd lu tlioir mines. Tims the voting strength 
of sliarcbuldors is eubstadtiaDy loduuid, \gi)»i Jong U-foro any general mooting, 
tiio coiiiinnies' officers and chiKs ivio lot louso to canvass for proxies whiuh tlio 
tmmigenioiil sicceod in oJitaniing on one protoit or .inotJici with llio liolp of 
tbo largo lutioingo (.uminandod by ihcu). llie contest between the shurohoIderB 
and the imnagumeut tlius becomos one.sidcd in which tho eharohclJors must 
lose. Thus, though tlio ducctois and inao.agiog cgocts oiity Joso tho confidoDCO 
of sbaiobolduis, they continue to j,o\oin the alTairsoI tho lompany with impunity. 

Wheio, hew el Cl, tho clwtulioldeie of a comiuny take an intolligont iatorost 
in tho aiTaiis of a cnmp'ny and can combino for a light with tbo managomenti 
they uui certainly succeed. 

PriTBic Companies 

Wlicii the juHit 'tuck system wus Cist intioduccd, it was generally believed 
th.kt the jo’iil block luclbixl Would be tppliod only tu largo ontorprisos, which 
could nut got onougli c-ipital without .iptoihng to a wide mass of sharoholdors. 

It was never inlondoJ that small busmessos should bo biougbt under tho ioint 
slock oigaimillun, or should havy tho division of Uioii ownership into transfcrabla 
and publ’cly uiiukolod shale's, but lathoi that they should lomain business part. 
DOiahips without limited habdity. liul onco the pnvilcju of joint stock eutor- 
pribO bad boon giaiitod. it vv.is iiii]K%sibIa to confiuo it wilbtu theso limits , and 
Uiorofuie foi buiiio thno tho uao of tho company structuio by relatively small 
concerns was icyaidod as a bioatb of tho spirit, though nofol tho letter, ol tho 
company legislation. 

Novoitholess the number of sinnll companies continued to increase, anil 
ultinmtoly they woio iccognisod by law as piivnto companies rrivato companies 
woio for tlio Cist time iiitroducod m tho IndUn company law by tho Indun 

17 
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Ccusp^Djes Att of 1913, Prior to that thoy Y\'ore on lb© B4too footing as public 
companies anil did not onjoy the spocial privileges that aro now conforred 
upon them. 

DeAnition. A 'private company’ is defined by section 2 (l) (13) as a 
company which by its articles (a) restricta tljo right to transfer its shares ; and 
(6) limits the number of its members (oiclusivo of persons who aro in liio 
employment of the company) to fifty ; And (c) prohibits any invitation to the 
public to subscribe (or its shares and dobonturcs — 

Provided that whore two or more persons bold one or more shares jointly, 
they shall be considered a single member. 

A private company must, however, send with the annual return, which is 
to be filed with the Eegistrar under section 32, a certificate signed by an officer 
of the eompany that the company has not, afaco the date of the last retom or In 
the case of the first return, since the date of tneorporatioD, issned any invitation 
to the public to subscribe for any shares or debentnres of the company, and if 
the annual retnm discloses the fact that the nomber of members of the company 
exceeds fifty, also a certificate so signed that the excess consists wholly of persons 
who are not to be inclnded in reclconing the number of fifty. 

Formation, A private company may he formed by filing with tbe 
Begistrar only the memorandom and articles of association, statutory declaration 
and notice of registered office, and by paying the same duty and fees as are 
required to be paid by a pabllc company. 3'he memorandum of association of 
a private company may he signed only hy two persons instead of seven as in 
the case of a pnblic company. 

There are no restrictions on tbe allotmeot of shares or the commencement 
of business hy a private -company. A private company can, .therefore, start 
business immediately after incorporation. 

Section 147 provides that, if tbe number of members of a private company 
is redneed below two and it carries on borinoss for more than six months while 
the number is so redneed, every member during tbe time it so carries on business 
after those six months and is cognisant of that fact shall he severally liable for 
the payment of the whole debts of tbo company contracted during that time. 

Legal Privileges. The fegal concessions that are' enjoj'cd by prtwife 
companies as against public companies may hg summarised as follows : — 

1. In order to form a private company only two signatories to the inoino. 
randum of assaciatioa are sufficient (Sec. fi). 

2. A private company Is not required to hold tliQ etatulory mocltug or 
prepare the statutory, report (Sec. 77), 

3. It is not necessary that any of the directors of a private company 
should bo subject to retirement by rotation (Sgc. 83.B). 

4. There 18 no restnctloD on the aptiotatincnt and advertisement of the 
first directors of a private company (Sec. 84). 

The managing agents of a private ctinraiij tcay appoint more than 
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ODO.tliird of tbo total numbor of its directors (Sec. 87.1). 

C. A private company is not roqnirod to file with tbo Registrar a statg. 
inont in Jiou of prospectus (See. 03). 

7. Thoro aro no rostrictfona on the allotment of shares by a private 
company (See. 101). 

8. A ptivnto company can start business or eierciso its borrowing powers 
without any restrictions (Sec 103). 

8. A private comitttiy is not roqirired to circulate iis annual occounfs to 
the members (See. 131) or to file them with tho Registrar after they have been 
laid before its members nt the ortlinar} general meeting (.Sec. 13-1). 

10. Holders of preiorence shares and debentures in private companies are 
not entitled to receive and inspect Iho atiditc<t accounts, unless so permitted by 
the articles (See. 14G). 

Besides tiie above mentionotl privileges, the following further legal esemp. 
tions aro granted to private compantes sj long as they aro not subsidiary 
compoDJos of anj public compmy • 

1. Out of tiie rogufatfoDS of Table A which are made compulsorily apph’c. 
able to public companies undoj section 17, regulations 79-83 do not apply to a 
private company (15oc. 17). 

2. Tho legal restrictions imposed on a public company In connection with 
dnancfal assistance to be given for the purchase of its own siiares does not apply 
to a private company (See. 04. .\). 

3. Certain statutory provision? with regaid to company znoetings and 
voting appUeablo to public companies are not imposed on a private company 
(Pec 79). 

•1. A piiaato couipaoy may huve loss than three directors (Sec. 83.A). 

0. Tiie proiiibition on public companies in regard to the granting of bams 
or tbo guaranteeing of loan? granted to diiecfors does not apply to a private 
company (Soc RG-D). 

G. Restrictions imposed upon the power of management of the directors 
of a public company does not apply to the directors of a private company 
(Sec. 8G.H). 

7. It is not necessary tiial tho managing agents of n private company 
should bo appointed only for twenty years. They may be appointed for n longer 
period (Soc. 87.A). 

8. The remuneration of the managing agents of n private compnnj nny 
ho fixed in any way (Soc. 87 -C). 

9. Tho restriction on tho granting of loans to rnaD.aging agents does not 
npply.to a private company (See. 87-D). 

10. The prohibition on voting by interested directors is not applicable 
to a private company (Soc. 91.B). 

11. Tire provision requiring an agent of the company, who makes a contract 
in hiB own name but on account of tb« company as the undisclosed principal to 
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malro a momorandum of the contract and filo it In the company's office, does 
nob apply to a private company (See. 91.D). 

12. A private company may employ an 'unqualified person as also any 
person in the employ of its director or officer as an auditor (Soc. 144). 

Advantages. The legal definition of a private company and the various 
legal exemptions accorded to it nuate it a very suitable form of business organisa- 
tion in cel tain circumstances. Since 1913 thousands of private companies have 
been registered in India, and tho popularity of the private company is still 
increasing because it possesses the following important advantages i — 

1. As the general public is not interested in tho affairs of a piivato com. 
pauy, it is usually possible for the management to give their personal attention 
to its affairs. As a matter of fact, all the shaios of a private ccunpiny are generally 
held by a few parsons who are often uiembers of the s-jujo himiiy. Xous the 
business is kept in the hands of tlic proprietors themselves and tlio results are 
in conformity svith the efforts put In. 

2. A private company is a very convonient form of organisation, since it 
onjoys the blessings of a public limited company in the form of corporate fin.ance 
and limited liability, and also those of a partnership in the shape of personal 
interest of the proprietors and freedom from publicity. 

3. As a private company cannot invite the public to subscribe for Its ^ 
shares, its affairs are kept strictly private ; but at tho same time its members 
have the protection of limited liability. 

4. A private company has llio advantages incidental to incorporation, the 
chief being the continuance of tho conceni notwithstanding deaths or insolreacios 
of its menabers. Shareholders may come and go but no changes of individual 
membership affect the company’s cxislonco. 

5. The borrowing facilities, specially by means of debentures, which is 
tho incidence of all companies, are made available. 

6. The simplification of arrangements as Between the members and the 
concern, which, in tho case of an ordinary partnership, would be extermely 
complicated, is made possible. 

7. In recent years when the iocidenco of taxation on companies has been 
very high, the private company form of vtruciuro has been acloplof] J/y many 
concerns with a view to avoidieg income and super t.rxes. This is made possible 
in the following manner : — 

(a) Provided the company distributes to tbo mombei-s a reasonable 
proportion of its profits in a manner which will make these piofits chargeable to 
Bupor.tax in the hands of its members, any sums placed to reserves will escape 
super.tax ; and (6) in a bad year, directors' fees may be paid eo as to calise a loss 
to be disclosed by the comrany's accounts, thus enabling the c<Jmp3ny to escape 
taxation at the higher rate. 

Private Company becoming Public. There are two ways, as provided 
In section 1£>4, in which a private company becomes a public company, mamely— 
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4. A company has a legal entity apart from its members, "with a porpotual 
succession of membors, and is not aissolred, as in a partnership, by the death of 
a member. 

6. The position arising upon the death of ono member Joes not affect the 
financial position of the company itself as his: shares must be transferred to soma 
other person. In a partnership it may bo necessary to utilise the resources of 
the firm to repay the amount due to the representatives of the deceased. 

G. A members interest in a company may bo diridad into several parts 
and bequeathed to persons who may not liavo the capacity or dosiro to undertato 
the duties and liabilities of partnora. 

7. When a business is convortod into a company in consideration ol 
shares, some of which are issued aa payment for goodwill, the vendor is enableJ, 
if ho so desires, to sell part of bis shares, and thus realise his goodwill witiiout 
giving up bis control of the business. Such a comse is not possible iu a 
partnership, 

8. .48 already stated a private company possesses some iucouie-tas. 
privileges as compared with a partnership. 

Disadvantages : 

1. The initial expense involved in the formation of a company is greater 
than In a partnership. 

2. Certain publicity attaches to the affairs of a private company 
particularly when it becomes the subsidiary company of a publio company ; but 
a partnership is not subject to publicity of any kmd. 

3. Credit from suppliers to a partnership may be more generous than to 
a company owing to the limited liability of the latter. 

4. A company is governed by the provdsions of the Indian Companies 

Act, and oven in the case of a private company, technical irregularities and 
breaches of the Act may accidentally arise and may entail expense and 
inconvenience. But there is tio such thing in a partnership. ' 

Guarantee CompaDies ■ 

Companies limited by guarantee are usually formed for the purpose of 
carrj’ing on mutual insurance business or they are trade protection societios, 
chambers of commerce, clubs or other associations in which it is not intended to 
make a pfofit. 'ihere are two kinds^of guarantee companies, viz, (a) companies 
limited by guarantee and not having a share capital, and (b) companies limited by 
guarantee and having a share capital divided into shams of a named ddaominatioa. 

Associations not for Proflt. Under section 2G. companies formed to 
promote commerce, art, science, religion, charity, or any other useful object, 
which do not propose to pay di\i(londs but to apply all their profits towards the 
promotion of their objects, may register a name without the word “Limited,” 
pro\i{lod they obtain a license from the Provincial Government. 

A Provincial Go\crnment may grant a license on such conditions and 
subject to such regulations as it may think fit. Such a company enjoys all the 



135 


COilPANYOllGAKISA’IIOiJ (2) 

rrnilegcs of limitoJ ccuip^D'vs Bod is subjcvt to all Ihoir oll'gations except 
of Lsing tlio nurd ‘Ijioiilc<i isf^ttofils na&io. publistiing its nao-e, ad 
of fondiiig I'its of tncitilere to Iho fiegJBtrjr. Xbo Jjcooc mu) at an) tune ho 
JOToleil L> Iho Proxintial Ooxeinti.cot, aod bo rcxocation, tba toiopany will 
ceaeo to enjoy tbo abote oxcitiptious and pri>ilegc3. 

buch couijianies arc usually fojiuod os couipames limited by guarantee not 
baling a sLare capital. 

Memorandum and Arlictes. According to soctiuo 7, tbe memorandum 
of arbL-cuticin of a cempaoy litnilcJ by guarantoo must state (i) tbs name of tbs 
coiiip-uny uitb ''Limited as tbe last \vord m its aims . (ii) tbs p^D^^Ilce m xrbicb 
(be registered office of tbc company is to bo situate , (iuj the objects of tbs 
compuuy , (ir) that tbe liability of tbc oismbers is limited , and (r) that each 
meml er undartakes to contribute to tho assots of tbe company in tbe etent of 
its being nouad up nbile ho is a member, or nhbia one year afterwards, for 
payment of the debts and liabilities of tba company contracted before be ceases 
to Lg a member, and of the costs, charges aod expeoses of wioding up, and fur 
sdjustesont of tbe rights of the contributories among tbemsclres, such amount as 
uiu} be required, sot exceeding a specified amount 

if a cuffipaoj tioited by guarantee bos a share capital, the mcmoranduoi 
must also state tbe amount of share capital with nbicb tie company proposes 
to Lq registered and tie disison thereof into shares of a fixed amount, no 
subscriber of the memoraoduoi sball tale less (ban one share . and each subscriber 
aliall write opposite to his name tbe oumlcr of shares bo tales. 

Ihe guarantee clause in iLe o-emoraodum of a company limited by 
guarantee is Worded as follotvs ; — ‘'Erery cnembet of tbe company undertakes 
to contribute to tbe assets of tbo company id tbo exeat of its being xxound up 
wbifc be is a member, or within one year aftcrxxards, for payment of tie debts 
and liabilities of tbo company contraetd liofure be ceases lu be a member, and 
tbe coets, charges and expcDces of winding up aud for tic adjustment of tbe 
rights of the contributoiics amoog tbcu.sc]>v3, suiL amount as uii> Lo roquired 
not exceeding one hundred rupees " 

In tbe case of a company bunted by guAmutce. it is required by section 
17 that articles must be registered with tbo memorandutu. The articles must 
state tba amount of share capital or the number of members with which tbe 
company proposes to be registered. 

Tbe lucmuranduiu aud articles of a couipjLDy nut (or profit registered under 
section 2(1 arc exempt from stamp duty. The memorandum of such a comp.iny 
must, howeTer, contain & stateuieut to the effect that the income and projierty 
of the company shall bo applied solely towards the promotion of its objects and 
no portion thereof shall bo paid or tracsfeired. directly cr indirecfly, by way 
of dividend, bones, etc., to the members of the company; and a statement that 
the fyre"oing piovis'on is a tonditfoa on wfiidi tha ficenso las boeu granted b y 
tbe GoreTumeut. 
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If a company limited by.guarantco end having a eharo capital goes into 
liquidation, every member of it is liable to the extent unpaid on his shares, in 
addition to the amount ho baa undertaken to contribute in the event of a 
winding up. 

Termination of a Company's Existence 

A joint slock company, being a crcatuio of law, cannot die a natural death ; 
but it does not moan that its oxislcnco is necessarily perpetual. It is created by 
law and it is effaced by law. Thoro aro throe distloct ways in which a company's 
personality is dissohed, viz — (a) By winding.up ; (b) By its name being struck 
off by tlio Reg'strar ; and (c) By being dtssolvod by an order of the Court. 

(a) The commonest method of terminating the existonco of 

a company is by means of winding-up. A company may be wound up for the 
purpose of reconstruction or for the purpose of definitely closing down its busi- 
ness. There is no such thing as insolvency for a company. A company may 
compound with its creditors and continue business, but it cannot, like an indivi- 
dual, ha^o its affairs liquidalod and then receive a discharge enabling it to resume 
business. 

The law relating to the winding up of companies is contained in sections 
155.240, There aic sovoivil different kinds of winding up. A company maybe 
wound up by the Court, or voluntarily, or subject to the supervision of the Court. 
A voluntary winding up, if the majority of Ibe directors file with the Bogistrar a 
declaration of the company’s solvency (such declaration being supported by a 
report of the company’s auditors on tlie company’s affairs), is called a members' 
voluntary winding up. If such a declaration is not filed, the winding up is called 
a creditors’ voluntary winding up, and the legal provisions relating to the pro. 
ceedings contain much more stnogont protection for the ci'editors. 

The most drastic winding up of all Is winding up by the Court, usually 
known as compulsory winding up. Although tho winding up by the court is 
called compulsory-, the initiative for It may l.e taken by a resolution of tho 
company itself to tiio effect that the company shall petition the court for a 
winding up order, Moio usually, however, tho initiative is taken by a creditor 
on the ground th.-il tho company is unable to pay its debts. While insolvency 
is the usual ground for a petition for compulsory winding up. there are other 
grounds on which the court may make a compulsory winding up order. It may 
do so, for instance, if it is of tho opinion tliat it is just and equitable that tho 
company should bo wound up-a phrase that covers a multitude of roasous. 

The winding up of a company under the hupervislon of ibo court is com. 
paralivoly rare, as the interests to fco served are more adequately met by one of 
the other forms of liquidation. 

(h) Name Struck off by Uegistrar. Where a company has in fact ceased 
to pursue the object for which it was constituted, there is no justification for 
preserving its formal entity by maintaining the rcgiEtration of its namo with tho 
Begistrar, It is accordingly provided in section 217 that where the Eegistrar 
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hns ro,ison to bolioM! that a company is not in operation or canying on business 
ho will ma!>o incjiiiiios from tho company, nml, if ho finds that tho company is 
really cTcfunct, ho will publish a notice in tlm official gazette that alloi throo 
months from tho date o{ the notico tho compxny’s n.imo will be struck oil tlio 
rogislor and tho compiny will bo dissolrocl. 

(e) Dhso’n'ion by Court Whero nndor section 15J. a compiny ootoi's 
into an arrangomout of reconstruction or ttUdlgaiiution entailing the transfer of 
its assets nUil undertaking to anotlior company, tho Court in sant-tionin'* tho 
Bcbeuie may mike an ouior uudci section loJ.A for tho dissolution of tho company 
without winding up. This proxtaion murely takes account of tho fact that in 
tho reconstruction of tho company it is usually desired to presorra tho under, 
taking and the assets including the goodwill of tho compsny to be dissohod. so 
that liquidation of its affairs is not only unoocossary but contrary to tho nature 
of rcconstnictiom Tito loconstruction of a company is thus made possible with, 
out wiuding up 

Test Questions 

1, Ifuw aie diioi.U»!> of joint stock companies soloctoJ and oppointed in 
India (Agra D. Com tOiO). 

i. \\ liilo aulocling Iho (liicUois of a laigu cotton mill comyaav, what 
factors would )uu weigh m order to avhiero tho beet results I 

(JJomhfiy il. Com- J987). 

!j ^VllJt uio the duties and |K>wei9 of a company director under law? 
Explain tlojilj. (Agra M. Com, 1947), 

Discuss llio law lolating to the lomoral of and tho vacation of office by 
a director. (Agra D. Com 1948). 

d, W bat are the mltuoncos which help to mcroaso the conceatration of 
power in tho luriids of tlws diroctois of a joint stook company ? 

(Uomhag B. Com. 1985). 

b \Mi.it 18 tho mc.rwng of n managing »i„ent / NVhat are his functions 
in the uiiiiiing of a joint stock cuinpmy t (Cal. 11. Com, 1916) 

7. Cutically oram’iiio the pirt plajod by tlio managing agency system in 

tho dorelopiiiont of Indian industry (Ilo'ubay B. Com. 1946). 

8. Exaiiuno the inlluonco of tho managing agoDcy system on tho structure 

to industi y in India. (Bombay B. Com. 1942). 

1). Discuss llio merits and dofoots of the managing agency sjsfem of 
organisation ivud control of a joint btw-k tonipany. (Agra B Com. 1942). 

10. Discuss tho lUit playotl by managing agonts in financing tho industiics 
ju this comitjy. Do you cocBulor it osscntial under modern conditions? 

(Agra B. Com. 19 IS). 

U. Wbiil inlUioiiccs ha-\o ororalod in gising mamiging agents oneimous 
puwois of conliol oxer tho indusliial concerns managed by thorn V 

(Iroiiibag B. Com. WS5). 
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12. “What aro the advantages and disadv'antagos of a sj'stom of managetneut 
wLon a fflanaging agency firm managos a number of dJlToront companies. 

(Jlomhaij B. Com. 1941) 

13. How far h.ts the Indian company law dotio .tn'ay with the drawbacks 
of tba managing agency system' in Ibis country ? (Unmhaij B. Com. 1939). 

14. Assess the present position of managing agents in India. What do 

you think their future ? (Bombay B- Com. 1944). 

16. The managing agency syslom has outlived its utility in India. Do 

you share Ibis view ? (Cal. M. Com. 1043) 

IG. In wbat ways may the shareholders of a limited company exercise 
control over its affairs, and to what extent is their control real in this country ? 

, (Agra B. Com. 1945). 

17. In a joint stock company what control is exerc'sed and wbat responsi. 
bilities are born© by (a) shareholders, (b) directors and (c) managing agents ? 

(Bombay B. Com. 1934). 

18. How far 3a India generally the control of directors over the manage, 
ment is effective and the responsibility of the directors to the sbareholdera Is 
real with special raferenco to the system of managing agents ? 

(Bombay B. Com. 1937). 

19. How far are risk and control associated in the working of the joint 

stock concerns in India ? (Bombay B. Com. 1941). 

*20, What are the rights of the shareholders of a joint stock company ? 
How far do those rights enable the shareholders to secure control over the 
affairs of the company ? (Bombay B. Com. J041).^ 

31, What are the advantages which the proprietor of a private business 
may secure by converting it into a pnvate limited company ? 

(Agra Ji. Com. 1940). 

22. Discuss the relative merits of a partnership and a private company as 
forms of business oigauisation. (Agra B. Com. 1943). 

/ 23. Bxplain the particular features and privileges of a private limited 

company as compared with a public limited company. (Bombay B. Com. 1947). 

24. Describe briefly tbo roccbanlsm by which resources employed in 
industry are provided by porsons or agencies not in actual control of policy. 

(Bombay B. Com. 1935). 

25. Set out the main differences between a partnership firm, a private 

limited company and a public limited company, (Cah B. Com. 194G). 



CHAPTER 6 


COMPANY SECRETARIAL WORK 

Company secret uiaJ work consists of the orgaoisation of tho go cioturial 
Jgpa t tmont ; maintennneo of the eiitutory end other books , preparation and 
tlio various rotuins required by tbj Indian Companies Act ; writh ir~iin 
minutes of board and goneral moetings of tbo company , issuing notices, reports 
nnil oiicuhrs to sliaroholders . conducting coirospondonce witii shareholdeis in 
regnrd to share allotment, calls, iorfeitnie, etc, , kransiers oi shaias , payment of 
dividends , and reorgauisation and reconstruction schemes. If a company dees 
not maintain a sopanxto accounts dejiartment, the keeping of books of account, 
preparation of accounts for publication and arrangement for their audit, and also 
tlie taxation work of the company aro also included in the secretarial department. 

T he p erson wh o is re sponsible for the secretarial work may be called the 
secretary of the compa^ ; but ft is not necessary that bo sbouW be always 
called secretary. In India, a very largo number of companies ore managed by 
manneing nnsnts . Such companies have no such official as secrelaTy. because all 
the se crotariul work is done by tbo managing agents. Similarly in many banking 
and insnronco companies, tho seciotai ilT woTk is in charge of a director, managing 
director, manager or general manager. The name is immateri al ; function is 
everythin g. Whooaei 13 responsible foi tlio secretarial woik of a ^ompanj is 
tbo secretary, by whatever name cnllc< 1 . Some managing agents call themsehes 
ns agents and seciotaries or simply secretaries. 

Tbo position of a comp.aoy socretaiy is not doCnod by law, though both 
apaolfically and hy implication he is frequently indicated in the Indian Gompanios 
Act and the Indian Income-tax Act as lieiog liable to penalties if be fails to 
fulfil the statutory obligations imposed upon him. A secietary is a meie soiViint 
ot the cornnanv, Ilis position is to do wliat ho is told, and no poison can 
assume that ho has any authority to represent anything at all. The secietaiy 
is, then, merely an employee and has no oiigiual authority. Ho derives his 
authority either expressly or by implication from the directors, but ho plays an 
i mportant nart In the mana gement of tba company. Tho duties of the socretaiy 
will necessarily vary according to tbo nature and eiro of the company he senes. 
The socretaiy of on ordinary company may in addition to purely seciotarial 
work, be expected to keep accounts and do all the correspondence and otlior 
clerical work. On the other band, the socrctary of a large company may bo in 
charge of only the secretarial department vsith a number of assistants, thus 
occupying a position of iinpoilanca eocond only to that of the diiectors. Tlie 
work prelirniniry to the jegistration ot a company is usually done by Ihs 
139 
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■■promotors, and it is onl}’ after a company has been incorporated t)jafc the secretary 
appears on the scene. 

A company secretarj’ should have a^und.gnnsral nducation and a command 

of the Enplfsh languatre. as all the compaar secretarial woik is done in English. 

He should bo thoroughly familiar with company, income-tax, business profit s 
tax and ot her m ercantile la ^s as well as any other laws affecting the business 
of his company. He should be a man of good judgment, tact, and experience . 
He should preferably have a technical knowledge of the particular business 
carried on by the company, as he may be consulted by his directors — and 
particularly by the chairman — on questions of policy and administration. In 
many cases the secretary is also approached from time to time for advice, 
opinion, or assistance in regard to the private affairs of the individual directors 
concerning investments, the preparation of reports and accounts for soefetfos, 
clubs, social and religious organisations in which thoj are interested, and many 
other matters. Furthermore, the right kind of man will base unrivalled 
opportunities of contributing towards the efficiency and welfare of the staff as 
well as the a^lrancemsnt of his company's intoiests , and he will gain tbe 
confidence and respect of all with wbom ho may come in contact. The first 
portion of the world ‘secretary' implies that ho is the keeper of the secrets . He 
is k confidential servant of the company and be will be tbe recipient of much 
confidential information and, therefore, accidentfal or careless disclosure may hare 
far.reaching consequences. 

As a company Secretary is personally liable for pftPfilh'eg if 

there is default in the matter of complying with the requiremrots of the Indian 
Companies Act, it will be evident that bis position is no mere sinecure. He mu st, 
there fore, be careful and methotlicvK and fully alive to his duties and 
r esponsibilities . 

The secretary of a new company should, first of all, orRaniae his depart- 
ment systematical ly. The head of any office should ‘have been through the 
mill,’ because such a position cannot properly he filled by one who has not 
himself experienced and overcome all the doubts and difficulties of the 'rank 
and do.’ The ideal to.be kept in view in any welkorgan'sed department of a 
business concern is tbe maximum of efficiency combined with tbe mioimmn of 
waste, but the chief point to be observed in order to attain an all-round happy 
and cheerful cooperation is a tninimnm of friction among individual workers. 
Workers are but human. The man’ who has got a specialised job or who is 
assigned a position of definite responsibility, and who carries out his duties ably 
and conscientiously has his own point of view on the dignity of his office, and 
this being so, any unnecessary interference by others is tactless. The secretary 
has full scope for the exercise of his training and character, as ho is able to bring 
to bear upon the administration of his office that broa/lnesa nf outlook and tactful 
diplomacy, which are so essential to the anprit tie corps of its personuol.- 

Tho power to read character t$ no mean factor in commercial success, and 
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ft secretary wlia is iminicl with such a gift will find it invaluable when 
organising Ills stall. IIo ^vill bo interested in then) and will lend a sjmp.itlietic 
o.»r to their aiows and opinions If ho sees that t!io> work well lie is also 
mindful of the f.ict tint tlioy should pliy lianl — n sound mind in a somid boilv. 
Thoio is no fun like wmk. hut pity is i mirsetloiis (onic. It may bo stateil 
th at system' is sim ply orgtniseil common Bongo. It iniphes cip.ibility for the 
work in hand so tliat it is dono thoroughly and with ft minimum of energy. It 
ensures speeily and uccumlo roferenco to any detail of the "ork at any time. 
It docs not. ho\\o\or» ent.iii oLibonito records .ind an evcossivo staff. That is 
system run riot. 

^l»^ing .arranged li'p Office, ho sliotild attend to flio following matters : — 

(fj) Tho nanio of t ho crn>p»n> mus t ho kept painted or affixed in letters 
easily legible, md in a cunspiciuois pos I on c-n tho outside of e\orj office oi plico 
where the conipiny c-imes on Inisiness 

(/.) The mine of tho ciMup^in} nnist bo ongri^ed in legible charactois on 
•Is common seal, 

(<•) Ibo name of tho comp in) must bo mentioned in legible chameters in 
all notices, luUortisemunts. ami othoi offivi 1 publications of tho companj, and 
on nil bills of oxclnage. hundis. promissoty notes, cudor«omenta. cliefffios, etc , 
luirportiog to be signed on bobulf of tho compan) and on bills, into!(:os, roco'pts 
find leUoTS of credit of tho comp my. 

(d) He should arningo for a nolico boird to bo sot up in ft conspfcucuis pftrt 
of tho office, and should see that all tioliecs and other published mfonnatien of 
Interest to the mouibois uiui to the piihlic aro dispUyod thoreon for such period 
fts may be (»iisiderod sufficient. * 

Tho v.irious duties, which a conipanj socrolarj h)s to poiform, will now 
ho considered in detail. 

Issue of Capital 

Upon 'ncorpoiation, tho fi>st necessity is to obtain tlio cipital of tlio 
coaipmy, .and tins may bo niunged piit.itoly oi bj publ ic subsciiption . A 
company iiuaing .in luitboi i«0'l capital of iiiOio than Its 5,00,000 c-anunt, howoaei, 
issue its shares unless it has fiist obtained tho wiitteu consent of tho Central' 
Goieinment nndei the Capital Issues (CoutiDuanco of Control) Act, 1947. 
Where c apital is to bo raised by public s ubscription, a piospect us is issued fo r 
t bs purpos e , and with Ibo piospettws application forms are enclosed. Applicimts 
for sbares must send tboso foiius duly tilled in with the application money, to 
the company’s bankers. This is the usual pr.ictico wboro tho issue is one of any 
magnitude , but iu some cases it may bo doeniod couxonieut for the company to 
receive tho forms and the npplic.ition mono} nt its own office or at the office of 
its managing agouts. 

Listing of Application Forms. All tho application loims received by 
the comp.xny eithor direct or Uvtough its baixkois should bo carefully cliecked in 
order to see that tho amount paid on application is correct and that each form is 
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properly filled up and signed. They arc then listed on separate sheets called 
“Application and Allotment Shoots”, ^horo tlio issue is large and there are 
many applications, it is bettor to arrange the application forma alpbabetically 
and use sopai-alo shoots for each letter of the alphabet. In tiiis way, tho work 
may bo divided amongst Bovcral dorks. Rich sheet is sopaiately totalled and 
final summary shoot compiled to rocoid tho totals of tho soparato sheets. After 
tho allolmout is complotod, the sheets may be bound In book form for per. 
manent i-ocord. 


Tho following is tho ruling of an Application and Allotment Book. 

Application and Allotment Book 

Left-hand Ruling — 



Tlie Aft'otment. ?i"lien the mihimum sufiscripfibn fias 6oen ofifaihecf ancf 
the list is dosod, a meeting of tho directors will he hold to consider the applica. 
lions and to make tho allotment. Tho Application and Allotment Sheets should 
bo initialled by the chairman of tho company, A minute of tho directors’ 
resolution of allotment must be recorded in tho Directors’ Minulo Book. This 
resolution may bo as follows ; — 

“RFiSOLYnD that the iiumher of shares ontered in tho column headed 
‘.Shams AHotlel' of the Application and Allotment Slioets against the name and 
addioss of each applicant, bo allotted to cash applicant, making a total allotment 

of sharos, and that a letter of allotment, stAting particulars of tho 

shares aliotfed and tlio amount payable on allotment, ho sent to each allottee ; 
and whoro no nuinbov of shaves is onlored In tho ‘Shares iVJlotted' column against 
tho applicant’s name, that no allotment bo made, and that tho application money 
bo rottimed to each applicant with a Lottor of Begrot.” 

If tbe allotmont is not made within 180 days aftor tho first iesuo of tho 
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prospQclus tho whole of the appiicslion inonoy rocoivoJ must bo returnoJ within 
the next ten d.ijs to the Applicants. 

<\_co.miwny prospectus is an in%it.vtwn to the public to tuabo offers lor its 
t he applications sent in by prospcctne sharoholJer s aio ofToiS made lo 
ibo coitipiny, an d tho allotment madp by tho co nipany is the acceptance of those 
olTors. Tlioioforo nny applicant may nitlidraw his application and be entitled 
to n roluiD ol the money doposilod at any time prior to tho posting of the letter 
of allolmont. Iho posting of tho letter of allotinont, however, completes the 
contr.ict which then bocumoB iriovocablo, and any subsequent notice of with* 
dniwal has nu olTcct A locotil of the pueting of alloluieot letters should be 
bopl in the cQuip.iny’a office. 

Letter of Allotment. On the allutinent of ebare being formally made by 
tho directors, particulars of allotment should Lo recorded in the Application 
and Allotment bbccts, and a letter of ullutinoat should bo sent to each allottee. 
The allotment letters, which should hear a two.anDa rovonue stamp, should be 
caroIull> prepared from tho Application aud ADotcoent Shoots and fully checked 
heforo they are dispatched to tho allvllees at their addiosses as given is tho 
nppl'c.itioa forms The following is a spocimen latter of allotment t — 

The Swadeshi Company Ltd. 

• SS, Civil Linos, 

Agra, IC-tb March 1911) 

Nsuia and .Vddiess of 
Allottee. 

Dosr Sir, Mad.im, 

III response to youi application dated you have been 

allotted Shares of Ks oacli in the Swadeshi Compacy Ltd, 

The amount payable on Application and Allotment at Rs per sluio, 

Ba. 

You have already paid ... 

Amount due fioiu you on Allotment ... Ifs. 


ruyment of tbo amount due fiom you 
lo 


should bo made un 


Youis faithfully, 


01 beforo 


Rlauaging Agents. 

This form, with rciilitUnco. must be forwarded entire to 

who will rcluin it duly receipted. It ahoald then bo carolully proservod to be 

exchanged for the relative Ceilificato i n due course 

Oversubscription. If the shares offeied for public subscription aro 
oversubsciibed sumo applicants may bo alloted the full numbei uf shares applied 
for. some may bo given a sm.illor allolmont, while somo may not bo allotted any 
shares at all In such cases H is customary to appropriate the excess application 
money towards tho amount duo on allotment and to roluncl the balance, if any. 
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Letter of RegreL If tho issno is o^ersubsctibctl, and to sotno of Ibo 
applicants no alloticont is made, a letter of regret somowbat in tho following 
form should accotupanj' tho choquo rotarniog tbo application money. 

The Swedeshi Company Ltd. 

25, Ciril Lines. 

Agra, 15th March I9i0. 

Dear Sir/Madam, 

Vi e have to inform you that tho Directors regret that they aro unable to 
allot you any shares in this Company in response to your application dated 

^ ,\Ve therefore enclose a cheque for Rs being refund of tho amount 

paid by you on appli&itioo. Please acLootvlcdge receipt. 

Yours faithfully, 

Enclos : Cheque. 

Managing Agents. 

Return of Allotment. Within ouo month from the date of allotment 
there must ho filed with the Bogtatrar a return of allotment in tho prescribed 
form, stating. 

frt) Tho number and nominal amount of tho shares allotted, distinguishing^ 
the various classes of shares < 

(Tf) The amount due or payable on each share ; 

(c) Particulars of the shares allotted for a consideration other than cash, 
and the amount treated as paid-on each share ; and ' 

(d) The names, addresses, and descriptions of the allottees. 

The contract constitutiag the title of the allottee to shares allotted .for a 
consideration other than cash must also bo filed with tho Registrar ; and if tho 
contract is not reduced to writing, particulars of tho contract, duly stamped 
necordiug to its nature, must be fitod. 

Register of Members. When tho allotment of shares is com p leted, th o 
necessa ry entries must be made in the Rogialcr of Members, in which a soparalo 
account of each member Is to he hept. 

Calls 

How call is made. It is not usual for shares to he issued subject to tho 
whole of their nominal yaluo to bo paid in ooo lump sum. lo most cases of 
public issoo, a certain amount (which under section 101 must not bo less than 
6 per cont ) is payable on application, a further sum on allotment, and either 
the balance is made payable at some subsequent fixed date (sometimes by sovoral 
instalments falling duo at different dates), or tho shares arc left partly jiaid. The 
directors are empowered by the articles to demand a settlement of the outstanding 
liability on shares as and when they deem fit. Such a demand made by director s 
is known as a “call '*. It must be made by means of a resolution nf the board of 
directors, and should ho notified to tho shareholders concerned. 
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rrlivibioiis rcstiictjng tho omount for wliich any singlo tall toay lo uiado 

otiil presciiling nn interval of litno whicL njust elapse between one call 
anti anotlicT. arc Snsortcil in tlio arkiclos of many coinpanies, Jha aecrotarV 
should, tliorofoio, bo careful to co nsult the articles of tho company wlirtnnvBr » 
call is iiiado in order to miiko suio that no regulation bearing on the matter ia 
o\orJooLcd. 

As a rule, a call is tloomod to l»a>o boon inada at tho time 'when llifl 
resolution of tiic dtrocturs is pnssotl, and tho persons who then bold the shares 
in resiHiot ol which the call is made, arc liable to pay tho same. 

Call List. A list ol njombors shouW bo pjopurod on the lines of the 
si>ccMnoD shown below. Each member should bo allotlod a cousocutivo number 
which should appear on the call lettor. 

Call List 


First call q( Rs 20 . pet altara on OitUnary SHatos due on. 


No. 1 Kamo .Iddrcss 

No. 

of 

Shares 

roi.o ' 

duo 

* Date 
[ paid 

An^ount ' 
p.aid 

Remarks. 

, 1 

i i 

Rs. 

1 1 

I 1 


Es. 

1 

1 



This list is writtoo up ftou the Register of Monibors. The amount due 
from the inombois as shown by the Call List should be totalled, ond obeekod with 
tim total amount due in rosiioct of the call, to ensure that there are so errors. 


Call Letters. ^Vhon tho call list has been prepared and duly checked, 
C.1II letters for sbareholdors wu«t be wullen up. Tho cull letters should then 
be isbuod in acconlance with tho regulations ol Ibo article; for tho giving of 
notices to mainbers, and a record of tho posting of these letters should be 
piusorrcd for futiiic loferouco. Tho munoer of giving notioos to shareholders is 
fspluincd Iftlor on The following is tho form of a spocimen call lettor. 

The Swadeshi Company Ltd. 

Ko...' . Civil Lines, 

Agra. 


IDIO. 

Dour Hir/Madaiii, 

^Yo haNo to Inform you that tho diiectota by tv rosolution of the Boa\tl 

have made a cuU of Its por share on tho Shares of tho 

Coiupatiy, making those shares fully puid/paidupto the ostont of Rs por share. 

Tho amount duo from you in respoct of tho..>......8ha.io5 logisteml in youv 

lume is Es which amount must ho sent on or loforo .togetlier 

with this ontiro notice, to the Coinp.an>s bankois, Bank, Ltd., Agra, or 

to any branch of the Bank, wliitb will lolura tho imtico duly rocoiptod, 
lU 
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D'ifi Cell Itllcr, Ouly t-l tuld It iH3efu3Iy i-jcjonoil, fs. 

ft will Ino fo Ic ftHtii'cuiI ixlitr, Hilly vl in 11 d il no ccUiCcifct luc 
ifivcil, tul n fnjll tr tin 13 iniiilxn in llns tirpctl'cn will lo rent lo ybii in 
duo course. • ‘ 

Yours faithfully, 


Managing Agents 

Receipt of Money in Payment of Calls. Calls may be made payable 
at the company’s office, but, as a rule, Jl is found more convenient to arrange for 
payment to bo mado to the company’s bank by whom a cash receipt is issued. 
Tho form for this receipt is attached to the call letters, which should, bo 
Burrendered onfcJro when 'the payments ato made. 

Register of Members. Immediately a call i^ made, the cash account of 
each member in tho Register of Members should bo debited with the amount 
due, and the various accounts should be duly credited when payments are 
received (tom the mombera in respect of the call. 

^are Certificates . Share certificates uiuolly slate the amount which 
has been paid up on the shares, and where such are partly paid, provision is 
made on the certificates for the endorsement of subsequent paymeats. In such 
cases, membeiB should bo requested at the time the call is made to lodge their 
certificates,' accompained by the banker’s receipt, at the company's office for - 
endorsement. / ' 

•J Forfeitore of Shares 

It may be noted at the outset that the ludian Companies Act of 1913 is, 
with the escoption of section 32, silent on the question of forfeiture of shaies. 
This section requires particulars of the total number of shares forfeited to eh . 
included in the annual return. Tboreforo shares cannot be forfeited unless the 
articles of the company expressly provide for forfeiture. If the company has 
not expressly excluded regulations 24-30 ot Table A, the company has tbal 
power. If, on the other hand, tho articles do not authorise forfeiture, the 
company must either alter its articles to give it the necessary’ power or.elso 
obtain the sanction of the court for tbe purpose. 

S hares can be forfeited only in respect of unpaid calls ot ipstalmcnts a s 
provided by the articles. Shares cannot bo forfeited for a trading debt, as ench 
action' would bo tantamount .to a purchase by the company ol its own shares. 
Further there must be no forfeitoro other than for the benefit of tho company.' 

Tho articles laying down tbe procedure in regard tO'forfeituro must bo 
strictly followed if tbe forfeiture Is to be valid, as the only authority perujilting 
forfeiture is tbe contract with tbe member contained in tlie artidos.' 

' Tho procedure on forloituro depends on tho articles, and the follow Tog is 
an outline of the procedure based on Table A J — ' ‘ 

■' I. Thodiiodora pass a resolution that a notice I’c gi\on to the share- 
holder in default, requiring payment of tbo csill ivilb iulorosl on or boforen 
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cciliin (late (being not Jos'! Ilian II ilni-a fmni tlio il.ito o( the notice) ami in. 
forming him t)al otherwise Iho shores will ho forfotlcil. This notico_ sIiouU bo 
sent by roKistoretl post. • 

2. IJJho sharc hohlor fails to comply with tlic notice, the sliar os may be 
forfeited, and if that course is decidod on, the diroctois p'lss a resolution for- 
felling the sharcB. Tho resolution must bo validly pissed at a properly cocsti. 
tutod meeting, and a copy thereof may bo sent to tho niembor. This rosolutiou 
may bo as follows ; — 

"RESOLVED that. 100 shares of Rs. 10 each iiumborod 050.749 inclusive, 
whereon Rs. ^ w, shave h.is been paul and whii-h at the il.ito of this roonlution 


wore standing in tho name of M» of who has fvilad 

to comply with the notice <«)r\ed upon h»n dated the he, and they 


are horohj forfo tod for non-piymoiit of tho final call of Rs. 3 a share made on 

the and foi non-p-iymont of interest tlioroon , and that the said 

shares bo disposed of as the diiectois think fit in the best intoiest'f of tlio 
Company." , 

3, .\u entiy Biieuld bo mudo in the defaulting inomboi's account in tho 
Regialci of Meiiihei-s to tho olTocl tint tlio shares hivvo been foifoitod by a 
roiolutiim of tho (liioclnis. Thoil.de and number of tho lesolution would Lo 
included in the ontiy Ills nuoinit would then Lo closed hy tinnsfurrlng tho 
sh'uos foifeitod lo a ' roifoilod .Shaies .\ctouol” in the Hegiatoi' of RroniloiB 
whose thof would rouiaiu pending the loissuo 

Reissue of Forfeited Shares. On forfoituro, sliaros locoin o the p ropoity 
of tliO toinpany, and cm ho sold for wluteioi they will fotoli, provided that 
the company rocoiies altogether from the ei.siiaroholdor and tho purchaser 
tho e.itno amount ns is piid up In respect of oilier shares of tho same oluss, In 
other word«. forfeitod shares rpay bo sold at n discount not oxcooding the amount^ 
paid up at the lime of tlio s-ilo. 

The piocoduro on roissno of lorfoitod shares dojicmls on tho nrticles, 
Accoixllng to Tiillo A, it is us follows 5 — 

1. A directoi innhes a duly Torifiod doclaralion in willing •soUing forth 
details of tho shnios, and tho date on winch they wore forfoilod, and docliring 
that the shaves wove duly forfeileil on that dato. 

Tlio effect of this statutorj declaration is that it is conclusive ovWenco 
a«amst all persons cUiming to bo entitled to the sliaros, as it can bo appicoiatod 
that, in tlio event of tho company not being abio to regain possession of tho 
share certificato from tho defaulting member rospocting tho forfeited sliaros, 
there would ho two share certificates inexistence for tho same blocb of shaios 
wlion the forfuitod shates.iyore roissned or sold and a now cortidcat o ifisuo d, 

2. In ordoi to vest the sbaios in tho puicbusor, tlio dirot-tms pass n 
resolution in tho following form : — 

"liEKOriVED that tlio 100 shares of Hs. 10 each, Rs. 7 por sharo paid up, 
nmiiborod Cf>n'-7A‘J mclusho, having been duty forfoitod by n icsolution of tho 
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Bomcl (latod be romue<l to Mr of a <3 fully 

p.'iM, at Rs. G por sharo, represoolfr^ the unpsfd final call of Ra. 3 par sliaro and 
Rb. 3 por share premium ; that the Seal of the Company be affixed to the transfer 

of the said shares t& the said Mr ; that the said transfer bo and is 

horoby passed for registration ; and that a cortilicalo for the shares in the name 
of ^Ir bo duly sealed and signed.'’ 

' 3. The shares are then transferred from the "Forfeited Shares Account" 

to the name of tho purchaser in the Register of Members, and a Share certificate 
issued to him. 

An ox.momt)er ^rhosa sha r es h ar e been for feited, is not liable ns a share - 
Imldor, and be escapes tho payment of all further calla, unless tho articles of 
tho company provide otherwise. If tho articles do so provide he may be liable 
as 'a debtor for tho amount of his unp.aid calls so long as they remain unpaid, 
unless the company’s right of action becomes timo.barred. But if a company 
fs wound up within a year after forfeiture, such former member may bo placed 
upon tho "B" list of contributories H tho assets arc insufficient to meet the claims 
of creditors. 

Articles frequently provide that members whose calls are in arrear shall 
ho precluded from attending and voting at meetings of the company. 

Cancellation of ForfeUu r_e«.. If tho articles so permit, the forfeiture of 
shares may be cancelled on such terms os tho directors think fit. Tho directors 
will pass a suitable resolution for the purpose, tho os.membor informed accor. 
dingly, and his account will bo restored in tho register of ifombors. ' 

Share Cerliflcales ' 

Section 29 provides that a certificate, under thn common seal of the 
company, specifying the shares hold by a member, shall bo p?‘ini(t /af'ie evidence 
of the litlo of the member to tho shares therein specified. 

A share certificate is a docum ont of titl e which is issued hy a company to 
evvfy'iJiAuruiiodihr. ii! sjJaifuir ifdtf rttfpuYSOvr Ar .ir i'muwI Aiv 

number of shares it roprerents, the distinctive numbers of and the amount paid 
on such shares. It must bo sealed with the common seal of the company and 
boar a stamp* of two annas. The share certificate is usually in the following 
form » 

Tho Co.. Ltd, 

This Is to certify that Mr .of is tho registered 

holder of shares of Bs..., each, numborod to 

inclusive, in tho above-named Company, and tho sum of Rs has been 

paid up on each of the said shares. 

Given under tho common seal olthe s-aid company tliis d.ay of 

Director 


Seal 


.Secretary 


Section 29 provides that a ceiitficato under tho common seal of Uio company 
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shall he 2 fririta fucif i Joiice of tho title of the nienihcrs to t)io chares A 
share CQrtiGcate is th^is only prima fic'e cawlonco ofthot-tk’ ol Ihe tremher to 
tlio shares, but tt is not of itsolf convlasha eshleoco of title 'llieveiore. it may 
bo rebutted by a company, for example, jd the case of a person who has obtained 
the shire cortiCcvite by means of a forge 1 transfer. But where a person acquires 
tho sbaros in good faith and for taluo, the company is estopped from deu) ing 
the truth of any statement contamod in the certificate 

SettioD lOS requires that shito certific-ates must be ready fordeUrery 
trithin threo months after allotment or after registration of a transfer, cnisss 
the torms of ?bo issue nt shares proxida otbe>^w)se Iherefore, if it is the 
intention of the coniiuny not to ksuosfaiu certificates untd the shares ara 
fully paid, and if all the c.ills due ou the shares aro not pajable witliiu three 
months alter allotnient. Itio piospeiti.s must coot tin a clause tint the share 
cortiCeatos will onh be leidy. 8»\ three months after the date oarvliu-htha 
finil call IS payable. 

Preparation of Share Certificates. Share certificates are wntten up 
from tho Register of iletnLers. and great care shou fd be take n to their preoa- 
ration. Where a share certificate is issued for only partly paid op shares, it 
must clearly skate the amount pdd up on ocli share. Such a certificate usnally 
prQ>ides on Its bach suitable and sufficient space for endorsing further payments 
of calls. Ifit is tbe inteat/oD of the compmy to create a reserre liability, the 
fact should be clearly mentioned on tbe face of each share certiiicate. When the 
share certificates are ready, they trill be sealoil under the authority of a resolu. 
tion of directors. 

Delirery and Despatch of Share Certificates, Share certifinitos are 
xuually, detirered sgninst surreuder of some temparory doenment sncli as a letter 
of oUotment or a transfer receipt, etc. If the eichange is effei.tod personally at 
the company's office, either by tbe shareholder or fay his agent, tho signature oI 
tbe person teceiting the certificate should be Obtained on tho document surren. 
dered. Certificates should ha forwarded by pi-St only on the understanding that 
they are sent at the risk of the shareholder. 

Lost Share Certificates, Tbe articles cotunKuly empower the directors 
to issue now certificates to replace any that may hue been lost or stolen, it 
beino left to the discretion ol tbo Board to decide whit foncahties must be 
complieil with before the issue of a duplicate is sanctioned. Before a duplicate 
share certificate is issued to s shareholder, the usual procedure is as follows : — 

1. The shareholder has to deliver to the company a statutory declaration, 

setting forth tbe true facts and narrating the circumstances, accompanied by the 
proscribed fee for the issue of the duplicate certificate and a letter of iodamnity 
iudemnifying the company a,‘ainst any claims, losses or expenses that may be 
incurred either through tbe origiml certificate having been lost or mislaid or by 
reason of tbe issue of a new certificate. The fallowing is tfia spacioien text of a 
letter of iademaity to be addressed by the shareholder to the company '' 
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"In consldor.ition of your IjAving issued to me a duplicate eliaro certificate 
for ton fully pi'd ordinary share? of Rs. 100 each nuraberod 370 to 384 inclusive 
in place of tlio original sliaro ceitfficate for the said shares previously issued to 
me and which has been lost, I hereby undoiLaho to indemnify you against all 
costs and expenses which you may incur in consequence of the aforesaid 
duplicate certificate." 

2. The shareholder may also be required to bear the cost of giving a public 
notice of the loss in the newspapers. This notice may be as follows : — 

The Swadeshi Company Ltd. * 

NOTICE is hereby given that an appljc.ation has boon matle to the directors 
of this Company for the issue of n duplicate share certificate in respect of ten 

ordinary shares numbered 234-243. standing in the name of on 

the- statement that the original certificate No. 87 has been Jest, 

If no obioction is received within one month from this date, tiie directors 
will proceed to deal witli this application. 

By Order of the Board, 

Agra, 3rd March 1949. . . 

Managing -Agents. 

3. If no objection is received in the company's office, tbe directors will 
sauction tbe issue of a duplicate share certificate. Tbe new certificate should bo 
marked "Puplicate" and an entry of its issue made in tbe Register of 3Ieinbors. 
In tbe event of the shareholder disposing of Ins shares, it is essential to see that 
the duplicate certifiAto is lodged with tbe transfer. If tbe original certificate is 
lodged with the transfer and not the dopjjcate. Inquiries must be made as . to the 
reason therefor, and the duplicate certificate must be suirendered before the 
transfer is pissed for registration. 

Circumstances when Share Certificates are issued, A Company tissues 
share certificates in the following eircumstances — 

1. Iq ssebange iorlstierBof sWotoieot aod cash raco.'pls, if any, Tvhan 
shai'es are offered to the public. 

2. On the registration of a transfer of shares. ,, «. 

3. In respect of shares acquired by a person in consequence of .the deitli 
or insolvency of a member. 

4. In exchange for a worn out or defaced shire certificate. 

5. In respect of a share certificate which has been lost, misLiid, destroyed 
6r stolen. 

C. When a share certificate is to be split up, i. c , whon a certificate for a 
cortain number of shares is surrendered and two or more certificitoi are required, 
each for a part of the holdiug. 


Sh >re W arrants 


A public company l imited by shares n Lir. if B o_autliOrised by its article^ 
a nd in respect of fulIy_pU<l_up3h.'U-cs.— issno.jimlc r its common .s eal a warrant 
cillod a 'share warrant ’, outitU ng its Iicarer to the shares or stock therein 



COUl’ANi' atCBIITARlAL WORK 151 

Bt'Ocifieil, and piovidiiii; by coupons or olhorwtso lor Uic ol lulviio 

di%idcnds. Tlio siiara wnirant entitles ils boaior to Dio sliarcs or slock ILoioin 
Bl>ocftio(I ii ml tbo s h ares or stock may bo tionsfcnod ly dolivory of Die ^variant. 
.XbaJ: £.uor ol a shaio wairant. it ilio aiticles so pio'\idc, may lo dcouiod to l»o a 
niouib or of_tho company, Lul bo shall not ho qualiHoil to he a director in respect 
of tlio sliaroa includod in the warrant. According to compolboty regulation IIG 
ot Tnlilo A, notices qI general moelings Laro to he giren to Iioldorg of share 
wauantg by means of ndrerthonient. 

On the issue of a shaio warrant, the compa ny .sbiili— 6Uiko.oijt-ol4t-EegisLor 
^Jlomlois the name of the meujbot then entorod thoiein, ond shall enter in the 
leg’stor the following particulars, namely — 
fa) IThe fact of the issue of the warrant , 

(A) A stat ement of alurrea or stock ineludod in the warrant, distinguishing 
each slmro by its number . and 
frj The date of the issue of the warrant. 

Till the warunl is suitcndeTod those pvitkulaiB shaJl le dccjned to ho 
rcrticiilar* ro<]uirod by the Act to be entered in the Ilegister of Memheis 

TI <4 vior of a share wuiiant may, subject to tho articles, surrender It fur 
carrcollatlon and hare his name ontoiod as a member is Brgister of Members. 

If apv re^^istaraJ holder of shares dasues to eachan^re his ehatQS for share 
, ''an.rnt, be is usually reejuired to make a writton application to the company 
necompanfod by his share certificate ami the necessary stamp duty and the 
prescribed fee. On the ap plication being approyod by tho directors, a share 
wurraut will bo issued to him andjiis natuo rvill he temorod from the liogtsler 
qf_Mcmbei'8. ' 

Debentures 

Borrow ifiij by nic-ans of an issue of doLoutuios is a method comuiuuly 
adopted by ccinp.rnies for raising moTo c.'pital. A diboutuio may Lo defined as 
n documont issued by a joint stock cooiptny aSOridetico ol Us liability to repay 
money raised in mldition to tbo tlwro capital, and if it purpoi ts to give a charge 
it creates the security for rop.ayinent of tho loan. 

Issue of Debentures. D ho irsm of dclcnlLics should not Ic iciiplolcd 
until such time ns tho company is entitled to commence businoBS in iieconlaiico 
with the provisions ol Soclion lOd. Tbo section permits, howe-vor, the aimultan- 
cons offer for Bubstription or allotmont of shaios and debentures, and the receipt 
of money pnjablo on application for dobontunra. 

Bo/oio deciding on an issue of debentures the dire ctors must see Putt they 
aib acting within tbo r OTCOi»_of the coninanT as dofieod in its m om oriindiim of 
OBSOciHikn, aUliouth pewor to Loirow is Bomctimea to lo implied from tho 
' nature of tho business curried on. Tbo articles must also bo consulted to see 
if there arc euy restiictioBS ti5 to the .amount which may Lo iorronou or the 
foimalitios to bo enniod out loforo tbo borrowing powers tan bo oxorciBcd. ^ 

\u isBUo of JcLtrduics is effected much in tho bainc inannoi os an issue of 
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shares. A pr o^octus is usual ly pxiblisbej i nvitlDg-SuLscriptions. AppUtiUon 
forms, allotmcnWotteis, etc., are usctl, and the procedure relatin'’ to the issue of 
capital applies more or less to the issue of dobonturcs. 

Registration of Charges. Section 109 requires that particulars of any 
mortgage or charge created for the purjuso of securing an issue of debentures, 
together with the instrument by w hich th e mortgage or charge is created or 
e>idenc cd, should be filed with_tho^gistrar within twont yono d ays of" the 
creation of such charge. If this is not done, the mortgage or charge is void so 
far as any socutfly on the company's property is thereby conferred. 

Particulars of all mortgiiges or charges specifically affecting the company's 
propoity should also bo entered in the company's own register of mortgages and 
charges. 

Conditions Governing Debenlurei. The conditions governing the issue 
of deliontures are usually prin ted oa_tho back of each debenture. The secretary 
must carefully peruse tbeso epndittong aqd_seo_tbat th e compan y faithfully 
carries out its oblig at ions . Tbc conditions may, inter alia, provide for the 
transfer of debentuios, mctliotl of paying interest, regulations governing meetings 
of debenture holders, and tlie circumstances in which the principal money may 
become payable. 

Register of Debenture holders. Delonturos are usually issued in tbo 
form of TOeistored dobontures, or debentures payable to bearer with interest 
coupons attached, or debentures payable to bearer with interest coupons and with 
the right of con>CT^!on to registered debentures. ^Vho^e a company issues 
registered dobontures, particulars of the same will have to bo entered in tbo 
Hogislor of Doboutuve holders, a bcok, though not required by law, is noutboloss 
necessary. 

Transfer of Debentures. A bearer debentur e i aJ.mD 3ferabI o by mere 
doliicr}' a nd there is nothiPfl to ho done nb out_Jt_Jn tho co Ttipu ny's ofGco . But 
t he transfer of rcg lstgtcd-Jgbent ures Is to be cffcctod by means of a transfer 
deed iu t bc same way es a transfer o Lsbhres. 

Redemption of Debentures. Dobculutos may bo redeemed on a specified 
dale or by periodical drawings. AYhonover any dobontures aro redeemed, section 
131 requires that an intimation should bo given to the Registrar within twenty, 
one days from tho date of payment. 

Transfer of Shares 

Tho right to transfer is confarrod by section 28 which provides that the 
shares or other intoicst of any member in & company shaH be moveablo p ropefty- 
t posforablo in manner piovidcd by _thB_ar ticlo3 of the com pany. Unltss tbo 
articles provido for tho rostricl/on of this right, directors aro coinpoJIod to register » 
all transfers submitted to them. The artidos, however, commonly restrict the 
right to transfer) For cxaraplo, directors are usually authorised to decline a 
transfer without giving any reason, or to refuse rogistmtion of a tmnsfer of 
Bharos upon which the company has a lien, or to docUno rogislratlon of a transfer 
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0^ partly. p.iiA shares to n penon of whom thoy do cot appro^u. With crivato 
goS P^Ptes, t ho restriction _o{ the tight W transfer aharesJs a statutory cecasaity. 

Tho tracsfoi of shares fs governoil by tha provision of the articles subject 
to the roquiieiuents of section 31. Tbo usual procedure relating to transfer may 
bo ou^inocl as follows 5 — 

^ Trans fer Deed - Jt is not l awful for a comnanv to register a transfer of 
shares unless tho proper instrument of transfer duly stamped and exocuTeJ Cy 
t&o transferor ami tlie iiapslereo has hoen doTircred to tho company along with 
the scrip. But where U is provod that an iastrucueat of tiansfor has been lost, 
tho directors may. on an application in writing made by the tranafereo and bear, 
ing tho necessary stamp, register the transfer on such terms as to indemnity' as 
they thinh fit. Below is given a Bpecimen instrument of transfer. 

I of in coDsidoratioo of 

the sum of Rupees ......paid to me by .of 

(hereinaltei called "the said transloree'^ do hereby transfer to the 

^id transferee tho sharo (ov ehatcps) numbored in the undertaVing 

called..,..,........, Company, Limited, to hold unto the said transferee, 

his executors, administrators and assigns, subject to tbo several conJitions on 
which I held the same at tho time of tbo execution thereof, and I. the said 
transferee, do beieby agree to tale the said share (or shares) subject to the 


conditions aforesaid 

As witness our hands the day of. 

Witness Transferor 

Witnoss Transfeioe 


Tbo in strument of transfer is to bo properly executed {i. e,. signed by both 
tbe tr ansferor aniTtEo'transTere^n'tEo presence witnesses, who must attest 
the signatures of transferor and trsnsfore ej Ib e witoosses mus^be }adapend ep7 ~ 
poisons and notrolatiros of transferor and tiansforea. Tba instrument should 
also bc. 1 t tbe lequisito stamp. Stamp duties differ in different provinces 
in India. , 

Wheio tho tronsferor transfois tho whole of his holding, he would band 
oral the s!i.aio certific.ito to tho transfonjc along with the transfor deed , hut 
when he disposes of only a part of tbo shares represented by the share certificate, 
ho would not deliver the certificate to the transforee, nor would the 'translereo 
bo satisfied unless he were givon the TolAtivo share cortificato. This difficulty is 
got over in one of the two ways • — 

SylMim of Shnrf..f Certineafe . Tbo transferor will send his 
certificate t o fhfl pompnn Y’a nffiee for lieinp Split Up i^Q a number oT'^tifi ratea 
each for a specified number of shares Most companies giro this facility to 
thei^members on payment’^~a JmalTfco, On receipt of tbo now certificates 
from tbo company, tbo transferor wiU band over to tho transferee an approprialo 
share certificate roproscuting the ex.act number of shaics sold, 

20 
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(it) (Certification of transfer, Tho transferor may get tho transfer deed 
certified. j\_ certified transfer is one which boars a statement that tho relative 
s jiaro certificate has been deposited with t h o com nan'v. Tho transfer form, 
executed by tho transferor and with the Iransforeo's name staled therein, is sent 
to tho company's offico accompanied by the sharo certificate for tho whofo 
holding. Tho sbaro certificate is retained by the company and cancelled, while 
the transfer is certified by tho secretary in tho following manner : — 

Ccrtificalo (or shares Es paid 

lodged at tho Company's office. 

For Co., Lid. 


Ko 

Dale Secretary. 

It is thon rolurncd to tho transferor with a balance ticket for the rcuuiinder 
of tho shares repicsenlod hy tho certificate. Tho Iransforor then delivers tho 
cortifiod transfer to tho transferee, who after completing it lodges it with the 
company for registration. A balance ticket is a temporary certificate. It is 
accoptod on tho Stock Exchange and onablos the transferor to deal with tho 
balance qf his holding. In duo course, it is exchanged, on payment of a fee, for 
a share certificate. 

In order to facilitate business, tbe Stock Exchange clearing house sometimes 
certifies transfers and forwards the certificates, accompanied by a list giving 
details of tlio transfers so certified, to tbe company’s offico. Tho transfers, when 
prosontod for registration, should bo checked with this list and any material dilTo. 
ronco, 0 g., alteration in name of transferee, advised to tho clearing house authorities. 

Scrutiny of Transfer Form. When completed, tho transfer is lodged 
with tho company either by tbe transferor or by tbe transferee, but usually by 
tho latter. It must bo accompanied (unless it is a certified transfer) by the sliaro 
certificate, and tho proscribed registration fee must be paid to tho company^ 
Before acceptance, tbe transfer must bo carefully examined by the secretary to 
ascertain that it is complete and in* correct form. It must be correctly stamped, 
dated, tho company’s name conoclJy given, tho dislinctiic numbers of the shares 
correctly stated and in agroamont with tho numbeis appearing on the share 
certificate, executed by both transferor and transferee, with their signatures 
properly witnessed, the description of tho transferee stated, and finally the 
signature of the transferor-compared with his signature when previously acquiring 
tho shares. Alterations In tho tiansfcr should be initialled by both parties. 

Transfer Receipt. ^Yhcn the transfer has been examined and found to 
lo in order, a receipt would be sent to the person who lodged it. Such a receipt 
would state the date of its issue, tho name of the.person lodging tho transfer, tho 
number of shares, the distinctive number of shares, name of transferee, the fee 
paid, the dale when tho new certificate will bo ready for delivery, and an indica. 
tion as lo whether tho transfer was accompanied by a share cortiCcate or had 


been certified. 
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cal meotings, or, as is mbro usual, -by a stanillng Transfer CommitteQ ol the 
Boaril, whoso proceedings aro placed at the next Board meeting for confirmation. 

When a transfer has boon approved, the nocossary entries aro mado in the 
Rogistor of Members. Tho old sbaro certificate is cancelled, a^ a now^share 
certificat e is mado oat fo the name of the tranefe reo and eept t o hi m. In 
pursuance of section 103 the sbaro certificate must be issued within throe months 
from the date of registration of transfer. 

No transfers are registered during the time the Register of Members iff 
closed. 

If tho transfer is refused, a nolico of the refusal roust bo given under 
section 34 both to tho tnansferor and the transfareo within two months from the 
date of lodgment of the transfer. 

Effect of Transfer. The instrument of transfer is tho authority for the 
company to altar its Hegistor of ilembors, and Us effect is that tho member 
transfers all his rights and obligations as a member from the (Ute of transfer. 
H e docs not transfer bis rights to dividends or bonuses already declared , nor 
does he transfer liabilities in respect of c alls already made ; but he transfers b iff 
r ijjht to future pava ent s and his liabiUtyto futur^^ltB. ' 

The precise rights of the transferor and transferee (as between themselves) 
aro, however, determined by the sale contract, and th e sale may bo with or 
without any dividened or rights attaching to the shares at tho time of sale. 
Moreover, it may be arranged that the purebasor will pay an outstanding call. 

. , The company is not a party to tho sale contract and is, of course, unaware 
of its terms. Ilanco, the universal practice is to pay the dividends, at their due 
date, to the shareholder whose name Is registered in the company's books. 
Where the transferee is entitled to the dividond, ho most claim it from tho 
transferor. If a call is outstanding, the common practice Is to require the call to 
bo paid before a transfer can be accepted for registration. 

« Blank Transfer. A blank transfer is a transfer in which tho transferor 
hands over to tho transferee tho share certificate with transfer lorm completely 
blank but for the signature of the transferor. A blank transfer may be described 
thug. Upon a sale or mortgage of shares, t^ transferor very commonly 
s igns and han ds ov er w hat is called a blank transfer (j. transfer S’gned by 
the transferor but with a blank for the name of the transferee), the intention 
being that the purchaser or mortgagee shall be at liberty liter on to fill up the 
blank and perfect his security by getting himself registered. The advantage of 
this 13 that the buyer is saved the trouble of signing two forms if be wants to 
sell the shares again. In the usual case, both the transferor and the transferee 
sign the transfer fc-rra and when the bnyw wants to sell tho shares ho has to 
sign another transfer form onco again, transferring the shares iu favour of the 
purchaser. But in tho case of a blank transfer tho buyer can either fill in bis 
own name on the transfer form or resell the shares by handing over the blank 
transfer form along with tho share certificate to the now purchaser, who can 
again insert bis name as the transiereo or pass on tho blank transfer form along 
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with tho slni-o OJrtific^la to iioolitor, and bo oo. TIjus tUo sajno tiaMtor (orm is 
inslruniontal in liringing oljout Be^ornl buying and Belling transactions till the 
simro cortiUcato and tho trnnsfoi form cozno to tho hands of a purchaser srho 
sTishos to rotaiD tlio gliures, 

Possossion of aharo coilificato Tritli blank transfer constitutoa a good title 
to tho flh&Tca. Rut aham aro goocU snitbin tho moaning of tho Itdian Contract 
Act and tho Indian Sale of Goods Act , and therofora if a person obtains, by 
fraud, possossion of a siiaro ccrtilic.ito and a blank transfer e\ocutod by tho owner, 
ho cannot pass a good titlo o\on to a bonafido putchaser for value. 

Trat>sf#!r . A for-y ^d transfor ts absolutely void as ag-vinst tiia 
registoiod holdo of the sh.ares who can compol tho company to lephco his name 
on the nogislci ol 'Muinbors m icspoct of all tlio shares moetioned in such trans. 
fai, if it l;js Loon acted on by tho comp.my Fuither, the company is liable in 
damages to any peison who h.is acted in gocxl faith on a ceit’Ccato issued by tlie 
cciTOpany on the stixsngth ol a forged transfer. I t is very osBcot ial, thoiofore, 
that the secretary should take o\ery proc.«uHon t o ascertain that th e signatuies 
on translors are g9 noioo,~tieforo actual registration ha s loon comnlotsd. 

Uho notice to transferors uiODtiooed abo^o gi^es no absolute protection 
to tho company in tho matter, for (ho courts bare hold that a member does not 
foifoit his rights by failing to answer such a notice. It is, bowevor, a consideru'. 
bio safeguard, and in coojuactioa with lUo checking of signatures where possible 
reduces to a misicnuin the risk of & forgery passing undetected. 

Transmission of Shares. It has boeo stated abo^e that a company cannot 
iOgister a transfer of shares unless a proper in.stiumoQt of transfer together witli 
tho sharo cortiricato is lodged with tho company. Section 114 (Q, however, provides 
th.at this provision sh.sU not piejtidico any power of tho company to rogistot ah 
gharoholde r any person to wh om tho to any shares in tho company haft 
boon transmitted by opoiatioii o f law, o g , on account ol tho death or insolvoucy 
of a mem boi. i 

Section ijd says that a transfer of tfie sharo or other interest of deceased 
member of a company mado by his la<^l representative shall, although the legal 
lepresontativu is not himgoU a membari bo os valid oa if he bad been a mambei', 
ut tho liroQ of the esocution of the instrnment of transfer. On the death of a 
member, therefore, the right to transfer the shaios registered in his name is con. 
foriod by the statute on his legal lepiesontutlve. 

Similarly by operation of law tho right of transfer vests in the duly 
appointed receiver of an insolvent member. 

The esact method l>y which those entitled to deal with the shawe of a 
clacoasod or insolvent member can obtain I^ftl titis to such shaies or exeicisft 
their ri^ht of transfer is usually prescribed by the company’s articles. 'Reguktioa 
22 of Table A, denfieg with tJio tiansmissioa of shaica, loads as follows : — 

“Any person becoming entitled to a shale in consorjueoco of tho death or 
insolvency of a niomber shall, upon such evidence as may from ticoa t 
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required by the diioctors, have tlio riglit, oltliei- lo bo registered as a member in 
respect of the sliaie or, instead of being registered bimself, to make such transfer 
of the share ns the deceased or insolvent parson could have made ; but the 
directors shall, in either case, have the same right to decline or suspend re-’istm. 
tion 08 they would liavo had in the cnee of a transfer of the share by the 
deceased or insolvent person before the death or insolvency." 

It moans that any person bocoming entitled to a shara on account of the 
death or insolvency of a morabor can, upon such evidence being produced as tbo 
directors may require, either have bimself rogtstorcd as a member in respect of 
the share or transfer the share to someone else. The nature of ovldonce demanded 
by the directors would naturally depend upon the circumstances of each 
individual case. 

A person to whom the shares are transmitted through operation of Jaw is 
usually requir ed tQ_8Qnd to the company a letter of request accomp.inied by tjie 
share certifi cate an d the necessary evidenco of his title, before his mine can bo 
rogisterod jis a i nomb cr in place of the doco.ised or insolvent jorson. 

Statutory Books and Accounts 

One of the most Important duties of a cotunany secretary is to see tin t 
the v’arious hoola ^’liich every company is roquiro<l by hw to l:eep, are pmporly ' 
kept. Those books arc as follows 

l^ RegUter of Members. 

Every company is required by section 31 lo konp a register of its momlerfi, 
which must contain tbo followiDg particulars : — 

l.^^ho names, addresses, and occupation of the members of the company ; 

number of shares held by each member and the distinctive numbers 
of such shares ; 

3.^/Ihe amount paid or agreed to be considered as paid on the shares of 
e.acb member ; 

4^/Tbe date at which each person was entered in the register as a 
member ; and • 

S.vyThe d.ate at which any person ceased to he a member. 

In case of joint holders of shares, tbo company has the right t > determine 
whose name shall bo entered first. Generally, the person whose name appeai-s 
first in the register has the right to attend and vote at meetings of the company. 
Pursuant to section 32, the register of members must contain, in a separate part, 
a list of members and summary of capital which Is prepared annually within 21 
days after the date of the annual general meeting. No particular ruling is 
•prescribed for this register. 

The register of members is the creditors' guarantee showing them to whom 
and to what they have to trust and must consequently be properly kept, so that 
the names appearing there am all the names of the persons really for the time 
being liable to the creditors. The register of members is prima facie evMenco of 
membership, hut it is not conclusive evidence. 
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Index of ^{emhe if. .^company witb cioro than fiflj Ecemlters musl 
ieop, under section an mdex of the names of members and, withia 14 days 
of my alteration, m ust tnaka l>ie necessary alteration in tbejndex. The index 
may be in the foim of a card index, but it must ^ntain sufficient indication to 
enable the account of any particular member in the register to bo readily found. 

Inspection an'l" f'opies of the Itegister. Under section 36, tho register 
of roemlwrs snJ llie indox must bo lept at llio registered office of tho company. 
Esory luembor is entitlod. free of charge, to inspect the register and the index 
and to ni.iVe oatracts Iherclrom, but du outsider can ba^o this privilege only on 
p:»lTnont of a fco not exceeding one rupee. Copies of tho register or any part 
Ihocoof may bn denuoded by any person, vvbotim member or not, on payment 
of six annr.s for e\cr> hundred rronis or fraction (hereof ; and (he company 
must soad such cop\ to tlie applicant within ten dajs. 

Itectipcalion of Jje^ iiter . Sjclion 38 provides a summary mode of rectify, 
ing the rog’Btor from time to time by application to tho court in two classes of 
cases, viz. - 

'There the name of any person is (racdulcatly or vrithout safficrent 
cause tutored ir or omitted from the register of members , or (it) nbero default 
is made or uaneuessarj delay takes pUco in eatoriog oa the register the fact of 
any person baring ceased to bo a member. 

Tlio oourt may either refuse (he application or may order rectification of 
the Tegistor. 

A’o Truit to be entereti on MegUler. .\ccordiog lo section 33 no notice 
uf any trust, express or implied or coartructive, efiall bo entered on the register 
of lueulers. Ibis uieacs that the ixirsooe nboso names appear on the register 
as the holders of shafes may be treated in all nays as the LenoCc'al owners by 
the company. The register docs not show end the company is not required to 
(aka note of the fact that any shares may be beld in trust or subject to any other 
equitable interest. 

British Itegisler. .4 fouipany having a share capital o.aj , if so authorised 
by its atlicler. keep in tte U. K a branch register o( nemlers called a British 
Register. The British Begisler is deemed to be R part of the company’s princijal 
register of members and shalf le kept in the the same manner as the principal 
register. A copy of every entry made io the British Eegister must be transmitted 
to the company's registered office in India for being recorded in the duplicate 
of the British Register lo be kept a* part of the principal register. 

The British Beg'ster is topi by companies having a largo number of British 

sbaieboldets so that such sbarcbolders may hare BO •incoDvenicnco in regard to 

the transfers of their shares 

Closing the UigitUr. \ company may. under section 37. on giving seven 
das s' previous notice by adveit'sement in some newspaper c-'rcuUmg in the 
district in which the registered office of (he company is situate, close the register 

for any time or times not exctteding in live whole dij B iu each jear, but aot 
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excoeJing 30 days at a lime. Tbe re gister bag to _^bo,clogocl when dividend 
warrants are written up after ‘the declaration of dividend, when tbe annual 
return is prepared, when further shares'are offerd to existing memherg pro rata, 
or when the share capital of the company is leconstructed. 

^ .\‘ 2, Annual Return. ' • * 

Under 'section 32, every com pany having a share capital* shall within 
eighteen months from its incorporation and Uieroailer once at least in every year 
rnata~"a’^Tst'’'6'f ’alPp^son's who oh“tho da^ of the fiist or only ordinary general 
n Teeling in lbe year ate members of the company and of. all persons who have 
ceased to be mombera since the .date of the last return or incorporation of tbe 
company. Tbe list must.stato the names, addresses and occupations of all past 
and present members and the number of shares held by each of tbe existing 
tnombers, specifying shares transferred since the date of the last return or 
incorporation and the dates of registration of the transfers. 

The list must contain also a summary distinguishing shares issued for cash 
and those issued (Or any ottior considoralioD, an<] must specify the following 
particulars 

1. The amount of the share capital and the number of shares into which 
it is divided ; 

Q. The number of shares taken from the commoDCcment of the company 
up to the date of the return ; 

, 3. The amount called up on each share ; 

4. The total amount of calls received ; 

. G. Tbe total amounts of calls unpaid ; 

6. Tbcr total amount of commission in respect of shares or of debentures , 

'* 7. The total number of shares forfeited ; 

8. The total amount of shares or stock for which share warrants are 
outetanding ; * v 

0. Tlv« total amount ot sbate wavvants vt'iuod and ^uiicndorod wjsyietttvcly 
since tbe date of the last return , 

10. The number of, shares or amount of stock comprised in each share 

warrant ; 

1 1. The names and addresses of directors, managers or managing agents and 

tbe changes in their personnel since the last rctvim with the dates of 
the changes ; and 

12. The total amount of debt duo from the company in respect of all 

mortgages and charges requJred to bo jagfslered with tbe Seg/str&r, 

The above list and summary is known as the ‘Annual Return.* It must 
bo contained in a separate part of the Register of ilembers and must be com- 
pleted within 21 days from the first or only ordinary general meeting in tUo 
year ; and a copy . thereof, signed by a dimeter, manager or secretarj-, with a 
certiScatc as to its corrMtness, must bo filed with the. Registrar. 

A pTivato ctinpany must also send with the annual return a cortiGcato 
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0 . Regisler of Contracts. 

* Under section 91. A, evory company must l»oop a register ol contracts in 
which the ditoctors are directly or indirectly concerned or inlorosted, and such 
a register shall bo open to the inspection oi all inomhcis oC the company at lljo 
regislorod office of the company during business hours. 

G. Register of Mortgages and Charges. 

Every coinpiny, according to section 123, must keep a register of mortgages 
.and cliargcs and enter therein all mortgages and cluvgos specifically afTocting Die 
company’s property and all floating charges on the undertaking of Lho company, 
giving in each case a short description of the property moitgaged or cliargcd, the 
.amount of 1})(5 jnoitgago or charge, and the names of morlgagoos or persons entitled 
tiioroto oxccpl in the case of securities to bearer. 

7. Register of Debcnture.holders. 

It is not legally compulsory to keep a register of dohcQlurc.!iuIdurs , hut 
if one is kept, as is always the case when dobenturos are issued, section 1‘Jd 
requires that it shall he open to the inspoctioo of dobenturC'holJers and &}>aro- 
holders. except when closed in accordance with the ^iliclcs during periods 
specified in the articles — not exceeding 30 days in any year. 

Every company must keep at its registered office a copy of every iastru- 
inent requiring compulsory registration under section iO'J. 

Copies of instruinouts kept by tbo company at its registered office under 
section 117 and the rcgtslor of mortgages kept under section 123 must bo open 
to Inspection (at all reasonable times) of any creditor or momher of the company 
without charge, and the register of mortgages must also bo open to the inspoettuu 
of any other person on payment of tbo pmscrihod fee »ct oxceodiog one ru])eo 
for each inspoctian. 

8. Books of Account. 

Section 1 30 provides Ihal every comivuy muvt keep proper books of account 
.friT .uicnrditg' jiUjumw jif jnnnj^vjcocoivcd and.tfaid the coirinanv and the 
matters in respect of which U>o receipt and paymout lake place ; fhj all purchases 
and sales of goods made by the company ; and (c; all assets and liabilities of the 
company. 

The law docs not prescribe any particular system of took.keoidog ; nor 
docs it lay down any particular language in which the accounts should bo kept, 
lho Looks of account may Lo kept according to the English system of accountancy 
or the Indian systoin of Buhi Kbata ; but the accounts kept must ho complolo. 

Tbo books of account are lo kept at the" registered office or at such other 
place sis the directors think fit. 

"Where a company has a branch office, proper Looks of account relating to 
the transactions effected at the branch may be kept at the branch office ; but 
proper summarised returns, made up to dates at intervals of not more than two 
iiiodI)>s, must bo scut by the branch office tu tbo head office for iocoipumtiou in 
tbc priudpal books of account. 



104 


BUSINESS ORGANISATION 


Rt)b.subsuliiiry corapiny, arnl (ii) a Rtatoraont Bhowlog how tbo a^yro^ato profits 
amllossos of tho subsidiary compaaies havo boon Ooalt with in the accounts of 
tho holding company. 

Profit end Lost Arcoitnl. Tho law relating to tho cent jnts of tho profit 
and loss account is contaiiiotl in Regulation 107 of Tablo A, which applies to all 
companies .and in section 132 (3). 

Rogulation 107 of Tahio A provides as foUows: — (a) Tho profit and loss 
account shall show, arranged under the most conNcnient hoads, tho*‘amount 
of gross income, distinguishing the several sources from which it has been 
derived ; (b) The profit and loss account shall show, arranged under tlie most 
convenient iicads, the amount of gross expenditure distinguishing tho espenses 
of tho estahUshment, salaries and other like matters , (l.) Every item of expendi. 
turo fairly chargoablo against the year’s income shall bo brought into account, 
so that a just balance of profit and loss may bo laid before the meeting ; and 
(d) Where any expenditure has been incurred during the year, which may in 
fairness ho distributed over several years, the whole amount of such expenditure 
must bo stated In tbo profit and loss account togotber with tho reason svby only 
R portion thereof is charged against the Income of tho year, unless the cornp^ny 
has decided otherwise in general meeting. 

Section 132 (3) rciuircs ( i ) that tho diroclors’ remuneration, the managing 
agents' remuneration and tho amount of depreciation shall be shown as separate 
items in tho profit and loss account , and (ii) where any director is nominated 
by fl company as n director of some othor company, ony remuneration recoho<\ 
by Buell director from that other company must bo shown in tbo profit and 
loss nccourit of the company as a footnote or in a stalomont attached thereto. 

Common Seal 

A company is a hffal jiersona, i-e, a separate entity entirely distinct from 
the motnbors composing it. It is, therefore, necessary that all contacts, letters 
aiuT other tTocumonts requrruig tho company's signafuio niURt I'o signocf ih such a 
way as to indicate clearly that the signaluro is tho act of the company. In 
• aecord.inco with section 73, ovory company is roquired to have a common seal 
upon which tho company-'.s rogistcrwlnainomust be engraven in legible character. 
Tho law requires the name of tbo comp.any to bo ‘ongravon’ on the common seal, 
Thoroforo a rubber stamp cannot serve tho puniosa of a common seal. 

The common seal acts as tho official signature of tho company. The 
articlos invariably contain provisions govoming its use. Regulation 7G of 
'X-able A, for oxsmplo, provides that tho seal shall not bo affixed to any jnstru. 
tnent except by the authority of a resolution of tho Doard of Dirottors, and in 
tho presence of at least two directors and of tho secretary or such other person 
i\s tbo directors may appoint for the purpose, and thetc two directois and 
aocrctary or other person as aforesaid shall sign ovory instnimcnl to which the 
seal is so affixed in their presence. 

A company is not required to affix its seal to every document. Only those 
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tlncunionle neod bo soaloA. for trbieb stCAling is jasulo Lompnlsory by tho Act or 
by Iho company's articles, sucb as shaio cortillcafes, gharo warrante, debentuies. 
and important contracts, Other jnstrumonts ina<lo on behalf of tho company are 
eignc'l by tho directors and are not sealed. 

Tho custody of the keys of tho soJ is a. matter usually pro\ iJed for by tho 
directors. 

A’ seal book should bo kept for recording particulars of .all documentg to 
which the seal of the company is alllxed. A brief description ol the document 
sealed, together with the date of the diiectors' resolution authorising the sealing, 
and the names of tho persons who etgnerl the document and witnessed the 
affixing of the seal, should he noted in tho seal book. 

Company Resolutions 

There are four kinds of tesolutkns uscil by companies working under the 
Indian Companies \ct of l‘)13, and those are as follows .' — 

1 Onlinar^ Ui-Hohition- Such a lesolution ia one whicli is passed by 
a Bunple majority in person or. where proMos are allowed, by pioxy , in ether 
rvnids, a baio majority of those present who are entitled to rote and who do 
vote hy a show of hands, poll or ballot. The Act does not dedoe an ordinary 
resohrtioQ, but indirectly )t is Toferred to as 'a resolution passed by a company 
in general ireoting,' It is the kind of resolution used for ordinary routine 
business at goooial meetings. It can also bo used for special business, e. g., 
altetutlcin of capital undei section 00, unless the Act oi the articles of the com. 
pnny demand an extraordmaiy oi epecial resolution. 

3. Extraordinary Uuduthn. Section 81 (1) defines an extraordinary 
resolution as one passed by a majoiily of not less than throe. fourths of such 
members entitled to vote as aie present in person or by proxy fwhaie proxies 
are allowed) at a general meeting of which notice spocifying the intention to 
ptopQSe the resolution as an axtrooidioary resolution has been duly gireti. 

An extraordinary lesolution is necessary to carry out any of the following 

(a) To remove A dhectoi u hose poiioil of office is liable to doteraiiuation 

at an\ time by letiicinent of directors in loUtiotr (Section Bfi-G) 

(b) To institute a voluniaiy winding up on the giound of ineolvency 

(Set-tion 208). 

(c) To enable the bijuidator to make compiomises or arrangements with 

creditors (Sec. 213). 

(d) To carry out any specified purpose provided lor in the articles of the 

company. 

3. Special RtsoUdion. Section 81 (2) defines a special resolution as one 
passed by such a majority as i.s reijurred for tbe passieg of an extraordinary 
resolution and at a general meeting of which not less than twentyone days’ 
notice, specifying tho intention to propose a resolution as a special lesoliition, h.is 
)ioen duly given. 

The only diRgrenco between a special and an extraordinary resolntiDH 5b 
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the length of notice, hut if all the memhers who ara entitled to vote he present 
and agiee, then a special resolution may l/o passed «t notioo than twenty- 
one days 

A special jesolution is ro'juirod to carry out arty ol the folloivins : — 

(a) To change the name of tlie company (Section II). 

(b) To transfer the registered office of a company from one province to 

another or to alter its objects (Section 12). 

(c) To alter the articles of association of a campahy (Section 20). ’ 

(d) To reduce the^shara capital of the company (Section 55). 

(e) To create reserve liability (Section 69). 

(f) To alter the memorandum fleas to make the liability of a dimeter 

unlimited (Section 71). 

fg) To sanction the assignment of office by a director (Section 86-B). 

(h) To asnetion additional remuneration of rnanaglng agents (Section 

S7-C). 

(i) To appoint inspectors to investigate Iho affairs of the company 

(Section 142). 

(j) To initiate a winding up by the Court (Section 1C2). 

To wind up a company voluntarily (Section 205), 

(1) To confer authority on llio liquidator in a voluntary winding up to 
enter into any arrangemeul with a transferee compmy (Section 208.0). 

Where ailiclos h.a;-o been registered, a copy of e\eiy' epocial resolution for 
the time heiug in force shall ho emliodiod in or annexed to o\ery copy of tlie 
ortides Issued niter tlie dale of the resolution. Where articles have not been 
registered, a copy of ererj' special resolution shall be fortrardod in print to any 
member at bis request, on payment of one rupee or such less sum as the company 
may direct, 

N^ote - — The fo’lowing matters are common to both extraordinary and 
special resolutions J— 

1. The meeting must be properly convened, but if all the shareholders 
are present and agree, any ioformatity may be waived. 

2. The meeting must be properly constituted, the chairman duly appomt- 
ed, and a quornm present. 

3 The tequ’sile majorities muEl consist of person? entitled to vote. The 
articles may prohibit members with calls in attear. • 

4. The chairman's declaration that the resolutio.n has been carried or lost 
is conclusive unless a poll is demanded. 

5. A poU may be demanded by such number of members entulel to vote 
as are msutioaeH in section 75 (!)(c)- 

6. A primed or typewritten copy of every’ extraordinary and special 
re'oluiion duly certified under the signature of an officer of the company must he 
filed with the Registrar within fifteen days of the passing of the laolatioat 

A. Other Resolutions. The fourth typa of resolution is the one which 
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rofluiros fli)Qi.iaI majoriltoa, e. g., as providwl in Boction IGa. 

General Meetings 

A mccling may lo <!ofiBwl as tlie gatiioring logotlior vi Iwo or moro porsono 
Uy p»o%?i>ua Dolko or mutual iimngemont fortjie jlistusston anti Imniaction of 
some l)iistno‘'H. Mootings of inomf or* of cooiianjos are )>no\\n a* gonoral mooli'uga 
or ct^iiiiuny meetings. AllJicugh a joint Block co/npany is tnanagotl Ij its 
ilirottorj, tlio ultimate control of tbo coojiian) is in the IiaiiJa ol its aicuiLors (/. e., 
jiropnuLote) tolletli»oly. siitl in Wtler timt it imy lie possiblo for tlioin (o 
oxorLiso bucli wjntrul, certain iiucliiiiory Im l/oon providoil ky tlio logisloturo. 
Dio n.icliinory consists of rules end regulations for the Jioldmg of porio(licii.l 
meetings of tlio mocoLora of oxory company ai«l tlia procoilurc ttjwf lusinoDfl 
relating to *uch meetings. 

Tlicro sro throe kimla of gonor.ii mcisltnys provided ky Jaw, Sl.ilulory 
Jloctiug. Oniinery Genond Muoti&gend llxtraordioary Gonoral Mooting. 

ir/io ij n nicrtiiior A gcnerul mocling of a coinp-my is a meeting of its 
mcmLcrs. But xrlio is a momWr ■ Tiio torm 'inomLor' is c.irofuJly dofmo'l In 
Botlion yo by nljicli two distincl tilings uro necessary in order to maVo a parson 
a mumlicr oT a company, nsinoly, ( i ) Tlial person must Imxe agroed to liocomo 
n moinkbi of the cem|iany, and ( ii ) llis n.sino must ko on tbo register of 
lueiuborr. 

A poiscia agrees to lecomo a rooinkor in throe vrsys : In tho first place, 
saclioD 30 proidos tlial oxcry person nrlio signs the niocnoraiidum of ftssodation 
shall ho deomod to haxe eonsenCc<) to )>cc-oino a niooifcor , secondly, every applicant 
for an nllulinoiit of share*-, whoso offer is accepted hoforo it has lapsud or keen 

revoked, consents to Louiuio a nioiukur , and thirdly, oxory person who agrees to 
Uko u transfer of shares -from a toaiiiker coosenl*! to Income a znomhor. 

Tko latter roquiromant is just as important as Ike foimor. A persem who 
agrees to kecome a riicmhor doov not become a memkor until his name is pul on 
the legi’ster of mcmkois. 

The term 'shnrcholdci' doei not {lotscsi the same meaning as the term 
momker. The person xvho holds a share xvarratit ptyaklc to hearer is a share- 
holder. But he is not u mooilor kecauso Ins name does not appear on the 
re-'ister of mcmheis. Again the legal representative of s doceasud or .iusolxcot 
motnljor is not a member until bo applies to Iko company for registration as a 
memkor, altiiougli ho is a sturokoldor evao xvithout being placed on the register 
of niaidbors. The term member does not necoasarily include every skareboldor. 
Moreover, in the case of guaranteo companies not having share capital, it includes 
people who hold no shares at all. 

1. Statutory Meeting. 

feoction 77 provides that every public company limited k> shaies and Every 
public company limited bj guaranteo and having a si oie cuphal shall, within a 
period of not less than one month nor more than sij montbs from the dale on 
xvhicli it is allowed to commcnco business, hold a general mcoling of its rccmlerS/ 
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This meeting is calletl the statutory mooting. The statutory meeting is usually 
the first mooting oC the company, but it is possible, though it wouU bo 
unusual, that, as this mooting can bo held within six months from tho date the 
company is entitled to dommenco business, tho first annual goneral mooting ol 
the company which is required to bo hold within 18 months from the date of 
its incorporation, may bo tho first meeting. 

The object of tho statutory meeting is to give shareholdors an opportunity 
of learning, at on early stage in the company’s career, details of tho formation of 
the company, to what oxteut tho fioaDctar appeal to tho public has been sue. 
cessful, what property has .boon acquired by tho company in oxchango for its 
subscribed capita], and what lias been done with the actual money rocoivcd in 
payment ol shares. It enables shareholders to discuss these and any other 
matters arising Ihorelroro, and to approve tho modification of the terms of any 
contract disclosed in the prospectus. 

A list of members showing names, addresses and descriptions must he 
a\aiUblQ for tlie inspection of members dunng the continuance of the meeting. 
Tho members present at tho meeting can freely discuss any matter rolatiog to 
the foroiatioD of the company or arisiog out of the statutory report, and, if any 
resolution for which the articles require a specific notice to he gtreo is proposed, 
the meeting can be adjourned to enable such notice to be gives. 

Statutory Report. Tho directors shall, at least 31 days before tho da> on 
which the statutory meeting is to he bold, forward a report (called the Statutory 
Eoport) to every member of tho company. The report should furnish proscribed 
particulars regarding shares allotted, money received on account of such shares, 
receipts and payments of the company, preliminary expenses, directors and other 
officers of the company, contracts, if any. which are to bo modified, arrears, duo 
on c.>lls from directors, etc., commission and brokerage paid on shares. The 
report must bo certified by at least two directors or by tho chairman if so 
authorised by the directors ; and certain particulars contained tlierein must also 
be certified by the cotupany^s auditors. 

The directora' must cause a copy of the statutory report to bo filed with 
tho Bsgistrar forthwith after the sending thereof to tho members of tho 
company . 

Below is given the prescril^od form of Ihd statutory report : — 

Statutory Report 

TUB IND1.\N COXirANlES ACT. 1013 


(See. Section 77j. Filing fee Bs. 3 

Name of Coinp.\ny 

Statutory Eeport o( the.. Limited, 

certified and filed pursuant to section 77 (5). 


Date and place of the statutory meeting..; 

Presented for filing by 

The Directors report to the mcQibcrs as follows 
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fciMrot sllolleJ U|| lo ... .d„o( Iin (i. e. a mlbio 7 days 



pArt'eulars 

Komber of 

Nominal Value 

Cash 



bbarcs. 

of each sliare 

Eeceired. 

M 

.\UoVted Eut jeU to piynient therc.*^ 

Prefetenco* 


— 


for in t^ish ^ 

Ordinary 

Deferred 



ffc' 

Allottff fully pi'ii up othcT\M>«'^ 

than in uisb, thu cousidcratiun i 
for tvh.ch Ihuy haxa been so , 
allotted I'enig : J 

Preferente'* 

Ordtemry 

Deferred 


Nil 

Nil 

Nil 


tllotteii 8S l«aTtIy p;k'tl up to the*^ 
extent of Rs per eliarc. 1 

Preference* 
Oolinary 
Deferred , 




the couEidemtiou foi nhicb Ibey | 
have l-ecD eo allotted being.’ — J 



(ii: 

Mlutted at a discount of Bs . 

Preference* 




psi Share - t 

Ordinary 

Deferred 





Total 




*BoJeeu]abla Freferocce Shares aro to he tpecifed to all uses. 

2. Ibe ^yzceot ot the CooijMoy up lo the alu/euld duto are 

aa folloTva : 


BeceipU 


Shares— 

Prelnaicary Expenses 

rrefercoce 

... Commission of Sale of Shares 


... Discount 00 Shares ... ... 

Deferred 

.. Capital Espeeditare-' ... 

Share Deposits 

... I^cd ... ... 

Debentures 

... Buildings ... ... 

Loans • ■ 

Plant 

Deposits ■ . 

Machinery 

Other Soutuj (to le sintiGcil) 

... Deadstock . • .•> 

Other Items (to bo specified) 

Balances — 

In hand 

At Banks 

Total 

Total 


0. rreliia’tiary Expenses s8 eslimaled in the Prospectus* or Statement in 

lieu of Prospectus fls . 

Preliniimry Expeo«os inturn;'! up to the afortsai'! date t 
Eaw Charges 
Printing 
Registrat'on 
A'herttseinont 

Conitnission on ule of fhatos 
Discount on aliarcs 
Othor inili.l expenses 


*^tfiVo out Ihc pottion which dons not apply. 
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4. Names, addresses and descriptions of the Directors, Auditors (if any). 
Managing Agents and Managers (if any) and Secretary of the Company and tho 
changes, if any, which have occurred since the date of the incorporation * — 

Directors 


Name 

1 1 

1 Address 

Description 

Particulars of 
changes, if any’*'* 

! 




Auditors 

Name Address 

1 T\ • ^ Particufars of 

1 ^^"senpUoD ^ changes, if «ny^^ 

I 

1 

1 

1 

1 

1 

j 

^^hese particulars must include dates of changes. 

Msneging Agents and Managers 

Name i Address 

1 

Description 

1 Particulars of 

' changes, if any*’ 

1 

1 

1 



Secretary 

Name 

Address 

1 

Description 

Paiticulars of 
changes, if any** 


1 

1 

1 




**These particularB must include dates of changes. 

A. Particulars of any contract the 
modidcation of which is to be submitted 
to the meeting for its approval together 
with the particulars of the modification 
or proposed modification. 

6. Ibc extent to which under. 

Willing tonlracte, If any, ba^e teen 
farried out. 
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' 7. The arrears, if any, <lue on calls 
from ilirodots, mungm^ igents and 
lU'DngClR. 

B. The particulars of any commis- 
sion or hrokerago paid or to he paid in 
connection with the ia«iie or sale of 
sbaTOa to tvny directOT, managing ngent, 
or manager, or if the managing agent is a 
firm, to any partner theicot, or, if the 
managing agent is n prtiate eomp.any, to 
any diiector thereof. 

Dated this .. day of 19 

"We heieby certify this ropoit* Two or more Directors. 

(AltoimtiielyJ 

I hoTohy certify this report Ch^inn'W of the diisjctors. 

(If autbotisal by the Boaul of Dlrectois) 
"We hereby certHj- that 60 much ol the report ns relates to the shaics 
allotfecl by the Company and the cash receiveil in respect of sncJi eliaies and to 
the roceipU and payments of the Company is correct. 

Dated this ...... day of . . 19 Auditors. 


Kofe. — 1. Receipts and payments account gireo in para (3) of the Statutory 
Heport with reference to section 77 (3) (c) of the Indian Companies Act should 
ha piopared up to a data within 7 days of the date of the report and the figures 
and partienlani reipuiied tinder all the otter items of the Ststutory Beport should 
also be giyen as on t1i< 6amo date, i. e . the date up to which the, receipts and 
payments account is piepared. 

This foim should contain the actual signatures of the persons who 
Inra signed the report, \ 17 ., the Diiectors or the Chairman and the Auditor. 

*10 be certified by not less tbon two Directors or if the Company has 
less than two Directors, by the sola Director, end forwarded at least twenty, 
one days before the statutory meeting to every member and debenture-bolder of 
the Company and to he filed with the Begistrar forthwith after it is forwarded, 
rt(f^ Section 77 (3), (3) and (5), snd section 146. 

Secretary’s Duties. The secretary's duties in connection with the 
statutory meeting may be summarised os follows * — 

1. When the date of the statotory meeting has been fixed by the directors, 
ha will prepare the statutory report in the prescribed foim, get it audited by the 
company's auditors, and bare sufiicient copies thereof printed. 

2. 'A copy of the statutory report duly certified by directors and 
auditors will be sent, along with the notice of the meeting, to every member of 
the company at least 21 daj's before tbe date of the meeting. The notice roust 
Specify tbs nature of business to be dwio st tho meeting. 
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3. Immediately after tho report has baeo sent to meniberB, a copj’^must 
bo filed with the Registrar. 

4. Ho should prepare a list showing tho names, addresses and descriptions 
of members of tho company, and tho number of shares held by them respectively. 
The list to ho open to inspection of any momLer during tho continuance of tho 
moating. 

■ . 5. At tho mooting the secretarj’ would read the notice convening the 

meeting and exhibit tho list of mombors for inspection. 

G. During tho progress of the meeting, he must take notes of tho proceed, 
ings, from which he will altorwords write up the minutes. 

7. After the meeting, ho must prepare the minutes of proceedings and 
give effect to any resolutions passed. 

2. Ordinary General Meeting 

Section TG makos provision for the holding bf ordinary general meetings of * 
•a company. A general meeting of every company shall he held witlrln eighteen 
months from the date of its incorporation and thereafter once at least in' every 
M.leudar year (t between 1st January and Slat December) so that tho interval 
between any two successive ordinary geueral meetings is not more than Gfteen 
months. These meetings are called ordinary general meetings or annual general 
meetings. In'India many companies, however, bold bali.yoarly ordinary genera! 
meetings. 

The business to be transacted at an ordinary general meeting is either only 
ordinary business or both ordinary and special business. The ordinary business 
consists of the consideration of the company’s audited accounts, declaration of 
dividend, election of directors and appointment of auditors. ^AU other business 
that may be transacted at a company meeting is classed as special buslnesa. An 
ordinary general meeting is held mainly for the purpose of doing the ordinary 
business ; but if the articles so permit, any special business may also be done at 
an ordinary general meeting. Otherwise all special business has to be transacted 
at what ai-e known as extraordinary general meetings of the company. 

‘Annual Accounts. Tho directors of every comijany arc required by 
section 131 (1) to lay before a general meeting of members in each calendar ye.ir 
an audited balance sheet and -an audited proBt and loss acrount together witii 
the auditor's report. The first accounts must be presented at soma date not 
later than eighteen months after the incorporation of the company, and subse- 
qnent accounts must be presented once at least in every calendar year, Many 
companies in India prepare half-yearly accounts and hold half-yearly ordinary 
general meetings. 

Under section 131 (3), every company, other than a private company, is 
required to send a copy of tho audited accounts together nJlh .a copy of the 
auditors' report to every member at his registered address, at least fourteen days 
before tho meeting at which thoy are to be presented. The period of 14 days is 
mtendod to give tho members an adequate opportunity foi considering the accountl. 
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DirfCton’ AVjiorf. Under eectioa 131. a Diiectojs' Repo>t deMing with 
the following mtitlora must ho atiachoil to o%eiy balance Bhoet * — 

fn} The slato of the, company's ofTaiis ; and 

f"//' The disposal of the company’s piofits, namely — (i) The amount which 
llie MiroctorB recommend by wiy of dividend, and (ii) The amount 
which the directors propose to carry to reserves shown sopoeifically 
on Lalanco shoot to which the report w attached or to be shown in a 
sub8o<iuont balance sheet. 

It is to be signed by the same persons as aio requiroil to sign the balance 
sheet : but it maj be signed by the chairman alone if so aidhoi/sed by the 
directors. In this lespact it stands on the same footing as the statutory leport, 

Tlio object of the directois’ ropo«t is to enable the sliarelioldois to know 
something about the company's ptograss and the oiaaoet in which ita prafita ate 
lK5ing dealt with. If the dii-ectora lepoit. insletd of being confined meiely to 
minimum ict]uiiemQnU of law. is utiefnlly dtaUed so ss toieview the accounts 
and ospUm their aaliout featmes, it will prove a vorj useful document. 

Tlie directors lopcit is usually diaftod by tho socrotary, but the infoimstion 
to be disctosod (herein is settled b) tha diioctois. The foJiowiug sio actual 
spocimoiia of directors' reiwits J — 

1. The Standard Coal Company. Limited 
Directors’ Report 
To 

TheSharoholdei-s 

Gentlemen, * 

We beg to submit the audited accounts for tho hiUf.year ended 81 st 
December 1940, 

Raisings and Deipatches.~9d.0lC tons wore raised and 100,374 tons 
despatched during tho half-year, as against 112,604 tons raised and 107,7fi.3 tons 
despatched during the previous helf-yoa* 

Despatches to the Indun Iron and Steel Company, Limited, were made in 
full throughout tho half-year. 

Sand.Stowing, — Worl. is pioceeding in connection with the erection of 
the Ropeway for the transport of sand from the Pamodar River to the Colliery. 
It Iwd. bean, hoped to have thia Ropeway in operation by December 1940, hut 
owing to unfoiosaen delays duo to war conditions, it is now unlikoly that the 
Ropeway will be working before the end of 1941. 

It must also ho tnontioned that a considerable amtunt of consolidation work 
will need to he done before the introduction of saod.Btowing can lead to increased 
output. Tho continuation of the present reduced level of output muBt, therefore, 
bo oxpocted to continue duiing 1941, and for some months thereafter. Turtber. 
more mining difficulties being mot in areas now in process of development may 
lead to further reductions in output. 

Market. — The market remained ijuiet throughout the half-year with a 
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tendency to a fall in prices during the end of the periofl. The outlook for the 
coal industry owing to surplus production and shortage of freight is most 
unsettled. _ . 

Colliery. — The mines and machineiy were maintained in good order. 

Accounts. — Owing to the recent increase in the surcharge-on Income Tax 
it has proved necessary to provide in this year's accounts for additional taxation 
payable in respect of previous half-year’s profits. s 

The Profit and Loss .Account, after making provision for taxation, providing 
Rs. 23,187-0.6 for Depreciation, writing off Rs. 2,600 from Prospecting and 
including the gum of Rs. 7,362-14.3 brought forward from last half-year, shows 
an available balance of Rs. 44,606.10.1, which we propose to dispose of as 
follows : — 

In paying a Dividend at the rata of 10 per cent Bs. A. P. 

par annum, free of Income-Tax ... ... 40,000 0 0 

Id carrying forward ... ... ... 4,006 10 1 

44,005 10 1 

Directorate. — ilr. D. IT. SVtfmer retires at this time, and, being eligible, 
offers himself for re-election. 

Audftori.”Messr8. Price Waterhouse Peat and Coropany, Chartered 
Accountants, the Auditors of the Company, retire but offer their services for tlje 
eosolag year. 

Calcutta, 

9th -April 1941. 


To 

The Shareholders, 

The Eastern hlanufacturing 
•j— . Cqmpany, Limited. 

Gentlemen,. 

We heg to submit our Beport and .Audited .Statement of Accounts for the 
year ended Slst December, 1946. ^ , 

.. Profit and Lost AccounL — inclnding the balance brought forward from 
last year and after charging Interest, Commission, etc., writing off Es. 32, 2^7 
for Depreciation, and making provision for Taxation shows a credit balance of 
Bs. 1,42,461.3.7 which we recommend should be dealt with cs follows * — 

Pay the dividend due on the Rs. 2,00,000 6 per cent. Rs. A. P- 

Cumulative Preference Sharei for the year ended 31st 
December, 1940 ^ 


We are. Gentlemen, 

Your obedient servants, 

A. P. BENTHALL, 

C. H. HEAPE. 

A. C. BANEE-7BE. 

D. H. WILMEB, 

McLeod House, 

28, Dalhousie Square, 
Calcutta, 15th July, 1947. 


pU'ectars. 


j 2,000 0 0 
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« Pay a diviJand on the {?8. 8,&0,000 Onltnary Shares at 
the tale o{ 10 par cent, per anDUm or Rs. 10 per share 

Jor the year ended 3l6t Decouiter, 194C ... 80,000 0 0 

Transfer to Reserve Account ... !20.000 0 0 

Carried forward to Profit and I/jss Account ^ 20,461 3 7 

- Total Rs. ... l.'12,46l 3 7 

Jute .Slocks are shonn at or under coat price. Stocks of sold and unsold 
ebbing and Saahcord have bean calculated at or bolow market prices, Unfinisb. 
ed goods have bean taken at cost price. ‘ 

Buildings, Power FLint and Macbiner)' bare beon maintained in thorough 
repair. 

The factory continued to work double shift during the sear with the 
oiceplion of the S.iahcor«l Department which worked single shift. With the 
introduction of the Factories (Amendment) .tct, 1046, working hours were reduced 
to 48 hours per week and our double sbilt working was therefore automatically 
reduced io 90 hours per week. Workers received the same wages for 48 hours 
working ns they previously did for 54 hours. 

Webbing continued to bo in considerable demand particularly is the D, K, 
and B. 8. A. markets. Eipotlmosts ate being carried out in an eodeaTovr to 
obtain dyes of good light fastness on dute for resumption of production of carpet 
material. These experiments are proceeding satisfactorily. 

Board of Directors.*— Mr. II. N. Thomas resigned his seat on the Board 
and Mr. W, K. Elliot was appointed by the Board to fill the vacancy. Mr. Q. 

S, doUfistOQ bas since been appointed to fill tbe vacancy on the Board in place 
of Mr. W, R. Elliot resigned. 

Messrs, Chbotajlal Kanoria and G. b. Johnston retire by rotation and, 
being eligible, oiTer themselves fur ro-eleciiuu. 

Auditors. — Messrs. I.avQlock A I,owc9 retiie but seek roappoinluisul. 

We are, Gentlemen, 

Yours faithlully. 

^ Directofs. 

Chairman’s Speech. At ordinary general meetings of companies, it is 
the usual practice for the chairnian to make a speech in placing the audited 
accounts and tbe diroctois’ leporl before the members for their consideration 
and approval. It is net legally-neicts-ty that the chairman should do so , but 
this is plway 8 ■done. A printed tojy of tbe thaiitcon’B speech is usually made 
available for the infoiiralicn of those rnteiiBled in the company. In recent • 
years trnnv companies have edepted tie practree of publishing their chairmen’s ’ 
sbiteuicnt or loview simultaneously with the annual accotnts, 

HiO cbainuati's speech or Blateincnl has o special value. It is a picture of • 
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the induslrj* in which the company is engaged, drawn by one who ha? a stake in 
it and who is in touch with it, day in and day out- When a chairman speaks at 
the annnal meeting, he is addressing not the shareholders alone, but the country 
as a whole. The speech, tberoforo, calk for and fully deserves the utmost publi. 
city. That is why so many chairmen’s speeches appear from time to time in 
financial journals. 

^S'hat the present and prospective shareholdcrB of a company desire to know 
from the cbainnan’3 speech is news about the company, its acUievemontsr Us 
aims, its hopes and its problems. Investors, indeed, have an appetite for positive 
facts, from which they can draw their own conctosions with the assarance that 
no consideration which is basic to tbeir decision has been omitted. The best 
speech can never be a satisfactory substitute for detailed and informative annual 
accounts. Its ultimate (unction, indeed, is to give these annual figures their due 
perspective, to remove misapprehensions, and to elucidate the causes which have 
brought them about. There is obvious ntility in a speech which specifies the 
directions in which a company's bosiness Is expanding, the new products it is 
manufactnring and the new branches it is abont to open, Bqnally useful is the 
speech which describes the background of the industry in which the company 
is a single unit. ^Vbetber an address which amply covers all these points can leave 
any coom foe controversial propaganda is perhaps an open guestios. A certain 
seeing of facts through rose coloured spectacles zsay be permissible, if share, 
holders and investors can determine the tint employed more or less accurately, 
On the whole they have reason to complain of speeches which tell them too little 
rather than too much. 

The secretary has. in many cases, to draft the chairman’s statement or 
review. The matter to'he included In U will, of course, be decided in consulta- 
tion with the chairman. The following fs an actual chairman's speech : — 

The Ahmedabad Advance Mills. Limited. 

Speech delivorod by the cbainnan. Sir Sorab Saklatvala Kt., at the a,inual 
general meeting of the shareholders of the company on tuesday, the 2blb 
October 1947. 

Gentlemen, 

Before dealing with the business of this meeting I would like to refer to 
the most outstanding event of the yoar*the attainment of independence by India, 

It is indeed a unique event in world liistory that after years .of struggle India 
has achieved her freedom from foref^ mie without bloodshed. ^V'e pay our 
tribute to oor national leaders who strived for years, patiently and non. violently, 
for India’s freedom. However, a great deal remains to be dona for the countr^-’s 
economic recovery. Unfortunately, the distorbances that occurred recently in 
some parts of India have disorganised the trade of the country. During the last 
year frequent labour strikes also proved to be the most serious handicap la 
production in almost all tbh major industries of the country. It is deplorable 
that this should Inpiwa rt a time when there is acute shortage of food, clolbiug. 
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riw m»teriilg anJ almost all other newsSitfes u( life, ailil tho oeoJ {or ihore pro. 
(luclion is iuiporatiAe. * 

So far as your mill is coDccmoJ irouimist have ooticoJ from tlio Directors’ 
report the reasons that LaAe contributed to the fall in production durin" the 
year. Tlio reduction in mill working Lours {rota 54 to 48 per week naturally 
causod a substantial reduction in production, but the closure of tho mills during 
the riots in July iy4G and its after affects whicli lasted for several months, 
account for a fmtiicr hig drop. It \va:i not till January lytT that normal two. 
shut working was resumed. Tho result of this fall in production Is clearly 
ronwtoJ in the accounts. 

Mention has boon made in your Directors report about tho proposed 
change lu tho source o! power supply to the mills. 1 am glad to tell you that 
from the btli of tho current month the entire uiill has been SAvitched over to 
electric power supplied by Tho <\hmcdabad Electricity Co. Ltd. 

I >-bal\ now, as visual, briefly eipla'm some of Ibo important items in the 

occouuts. 

In the UalaccQ Plieot, p.>ga 6. you will find Rj. 13.S0o credited to the 
Reserve Tund. This is tbe surplus ,pver cost realised from the sale of a cbswl 
at Navsari. Th’s chawal was built I'o as a workiog.cliss tenement. An 
offer of Rs 4J,0ol was receiied for tbe cbswl and the land appertaining to it. 
At the upkeep of the chuwl ond (be rent realised were noeconomfoxl, your 
Directors considered it adA Is-ible to dispose it of. The original coet of tbe cbawl 
and tho loud ns. fis. 2S,24G bvs been written off against the assets, and the 
suiplus of lU. 13, $05 hss been credited to (he Reserve Fund. 

Ae rog-Ards the "IVoAision for T»»cs" accoun( p.»go S, you will ohserre that 
u sum of Rs. 7,00,000 has been provided for (jiation for this year. This consists 
of Rs. 4,20,000 for Incooio.tax. Bs. 1.70.000 for Supur.Ux and Bs. l.GO.OOO fur 
Dusiness Frufits Tax. 

Tho Company's "Deposits with Government against post. war refund of 
evcoss profits tax" amounted to lU. 11,07.800 out of Avhicb Rs. 2,31,002 wore 
i-ecoivod hack in April last, loAving a baUnco of Bs. 0.00,803 as shown in the 
Babuco Sheet on page 11. In addition to this sum. we shall be receiving in duo 
course a sum of about Rs. 4.05,000 by way of refund of one-tenth of the excess 
profits tax. This will of course ho suhjoct to iacoUM.tax and supor.tax. 

Our "Investments”, page 11, have decreased to the extent of tbe repayment 
of tho Tata Mills’ rroferenco shares, a roferouco to which has been made in tho 
Directors' report. 

Turning to the Frufit and fxws Account you Avill observe that tbe majority 
of items both on the credit sod the debit sides show a considerable decline 
(.omparod to Iho previous year. This is mainly duo to tho fact that productiou 
AAas loAV for the reasons I have already stated. 

Tho Company’s eonlribolion to tho Frovidont Fund shows u substantial 
incro.ise Realising the benefits of tho provident fund more wprkois are now 

S3 
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becoming inombors. Tho total number of contributors which was 03G Idfct year 
rose to 1,174 during tho year under report. • . 

Gentlemen, I now raovo that tho Diraclors* Report and Audited Statouionts 
of Accounts foi tho year ended 30th Juno 1917 already circulated auiong 
shaioholders be adopted. 

Secretary’s Duties. As an ordinary general meeting of a companj is iin 
.annual affair, tho eocrotary has to do a good deal of work in connection %\ith it. 
His duties are as follows ; — 

, 1. When tlio company’s accounts have boon auditod and tho auditor's 
report roceivad, they will bo considered by tho directors who will decide how 
tho proGts am to ho appropriated. Tho secretary will tljon prepare tlio 
Director’s Report and have it approved and signed by tbom. Iho directors will 
also Gx the dale of tho mocling and tho . time for w'hich tho share books of the 
company are to bo closed, 

2. The secretary should ariango for the printing of tho auditod accounts, 
auditora’ report, diioclors' report and tho notice of tho mooting. All Ihcso ura 
usually printed together in tho form of a booklet. 

3. Tho notice aud tho annual accounts must be sent, .at least fourloon d.i)B 

bofore tho date of tiio mooting, to every member and also to Ihoso btlicr persons 
who, under section 146, are ontitlod to rocoive them. These other poreons ore 
dobonturoholdors and debenture trustees. A copy of the accounts must also bo 
deposited'at tho rogistorod ofGcc of the company for Iho Inspection of tho mom. 
bers during a period of at least 14 days before tho moeting.* For tho sako of 
foreign sbaroholdors, a copy of the notice conroniug the luecllug must bu' 
adrertised In some newspapers and most also be put up on a 'notice board at 
the reglatored ofOto of the company. » 

, 4. Tho share tr.\nsfer books of the company are closed for tho puipiuso 

of balancing the Register of Hombors^ writing up dividend lists and diridend 
warrants, and piorat;iDg the .Innual Boturn. Tho general practice is to' close 
the books for a period (usually fourteen days) expiring on tho day aiipoinled 
for the Iioldiug of the annual meeting. This fixes definitely the names of those 
memhors entitled to rocoi>o diviJ^nds, as there can be no change in membership ‘ 
during the time the dividend warrants are being prepared, because liio regis- 
tration of transfers will be suspended for this period. On the first day of the 
closed period tho secretary should immodiatoly deal with any transfers awaiting 
rogistralion, and proceed wHIi tho balancing o! tho Register of Hombers in order 
to ascertain tho names of those members to whom dividends are to be paid and 
whoso names will appear in tho Annual Return. 

r>. If tho articles allow the use of proxies, as they usually do, arrange- 
raonts must bo made for dealing with any proxies lodged with the company. 
Proxies must bo scrutinised to ascertain that they arc in order. 

G. ^Yho^c it is auticipatexi that a poll may lo demanded at the meeting, 
yrcpaiTlmn should be made for polling. 



COirPAKYSKCBrTAEI.Ui WORK 


179 


7. A cletatlofl agoivla setting forth e^ory step in the comlnct of tlio 
shoiiM he iireparotl. It will include the inot-ons to Iw pio ni<?e I, and tho 
nimoc of tl) 0 «o mcinbors with nhoni flii.ingomenls hnaii Leen rnado to jnoposo 
nnd second the niotiuns. 

S. At the troeting tho secretary will icad the notice conrening the mooting 
unloss this Is taken as road. During the piogress of the moetiog. ho 'sbould 
tako notes uf tho procoudings, and record serbatiui tho teimsofnll resolutions 
pis.-cd from n liitli he wilt ufici wards write tho minutos, 

9. When the mooting la oNer, ha ahould ptepans the minutes of inoceodings 
and should tsko tho necessrry slops to ghc efftefc to tho >arious rosolutions 
passed at tho meeting, such ns tho payment of dmdend, informing the pirsons 
elected as dircctois and auditors, etc. 

10. After the nudilod accounts havo been laid bofoie Mio oulinsrs' goncr.al 
meeting, thioe copies theieof signo.! by tho socrelaiy must ho filed v-iVii Uie 
Registrar. If the accounts ln\e not 1 eon adopted by the meeting, a st tnmont 
of Hint fact and of tho reasons thoi'efor must bo annoNcd to the nccounfs. 

11. The annual return must bo completed within 21 diys fuun the dite 
nf tlio meeting, Rigno<t by tho seciebiy and filed O'th tho Registru. 

3. Extraordinaty General Meeting 

\II cnmpiny ino dings i«lhor I Inn Ibo stiliiloi y mrotiii'! ami 'tlio nidiini v 
Eenord meeting me Inmed CNtmoidmary ••onenl meetings Tlioy nro ooiiicned 
fm cnui1u(.tiii<; Su'iio s()ocul hiisiiioss. tho intuio of winch is chnily fndicnlcd 
ill tho nt'ticp of the meeting. Tlio nood fm holding an evtiuordiinry gmio'al 
meeting may ansa in (Ins way. ^iiptHiso Iboio is some spocMl business to bu 
dono at a cnmpaii3 moeting. If, accordiog to Ibo articles, aiich husiness cannot 
bo transacted at an ordinary gonoral mooting, or, if it can ho dono at aa ordinary 
geuernlmeotiog, it is of so urgent n nature that it c.-)nnot conrooiently wait till 
the next ordiDary general meetiog. then an extraoidinary general meeting must 
bo bold for doing it. Fometfmos a company callslotb tho onbmry general 
meeting and the oxtrpordinary general meeting to bo licld on liio Bimio elite, one 
after the oilier, and in tliat case only one notice fa issiiod to the mcniLors for 
both meetings, r.sti.aordiiiary genoial meetings may bo called m tlneo ways — 

1. By the directors on tboir own initiatiro in .accoiilanco with tlio .u tides, 
wheneror an extraoidiuary goaepil nieoting is deemed to ho ueccssai i' ; 

2. By tlio directore upon ahareliold^s' requisition uiontiouing the eljcct 
of the mootiug as pioaiJod in section 79, if tbs lequisitiunlug sbereholdeis hold 
not less than one.touth of the issued capital on which tbcie aie no calls in 
arroar. On receipt of a shareboUIeis’ teqxuaition, it becomes the duty of the 
directois to cause a meoting to be conrened within 21 days , 

3. By tho requ'sitlcmists (members) tbemsoBes, if tho directois f.iil to 
comply nitli the requisition within 21 days The lequisiticnists can do so 
within three months fiom the dale of tho deposit of their requisition, and they 
will be eptitJed Jo recoxer any reascmable expenses Incuned in calling the meoting 
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from the company, whiob in its turn can claim tho eamo from- the defaulting 
directors. 

The special business to be transacted at an extraordinary general meeting 
often requires an extraordinary or a special resolution of tho company. Thoro. 
(ore the legal requirements relating to such resolutions must be duly com- 
pHod with. 

Special Circiiiars. As the business to be done at an extraordinary 
general meeting is in many cases of an important nature, it is usual to prepare 
a circular explaining in detail the nature of the special business, and send it 
along with the notice to the members, so that they may know beforehand why 
the meeliog is being called and may decide whether or not to attend tho meeting. 
The draftii^ of such circulars is another important duty of the secretary. Of 
course, tho contents of the circular are decided in consultation with the directois. 
The following are specimen circulars : — 

( 1 ) 

The Member, 

. Co , Ud.. 

Boar Sir/Madam, 

We are directed to inform you that the Directors of this Company bare 
had under their cousideration the desirability of bringing the Company’s capital 
into harmony with its producing capacity. 

The present authorised capital of the Company is Rs. 2J,00,000 diTided 
Into 24,000 shares of Rs. 100 each, all of which are issued and fully paid; 
while the Company’s Block Account (after deduction of depreciation) exceeds 
Rs. 30,00.000. The amount at tho cre<lit of the Resorvo Fund is -over 
Rs. 10,00,000 ; and it is proposed to capltaliso Rs, 6,00,000 of this amount by 
tho issue of fully.paid Ordinary Shares to the shareholders in the proportion of 
one now share for each^our shares held. This will leave an amount of more 
then Rs. 4;0*0,000 at the credit of the Resene Fund. 

To enable these proposals to bo carried into effect, the Directors ask tho 
shareholders’ sanction to increase tho Company’s authorised cipital to Ra. .30,00,000. 

A notice is enclosed convening an Extraordinary General Meeting of the Company, 
at which resolutions approving and saoctioning the increase of capital, the 
capitalisation of reserve and the issue of bonus shares will bo submitted. 

A form of proxy is enclosed, which may be signed and returned to the 
Company immediately if you are unable to attend the meeting. 

, Yours fnilhfully. 


.Managing .Agent*, 
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( 2 ) 

The Burrakur Coal Companyi Ltd. 

To tbo Sliaroboblors, 

The Burrakiir Coal Company, Ltd. 

Doar Sir/Madam, 

In rocoot Reports to ^harobolders your Directors ha\e referred to the 
installation of a Ropeway (or the supply of sand for stowing purposes to coitain 
of the Company’s Collieries. An adequate and contmuote supply of sand for 
stowing is now essential for the security and maintenance of those Collieries. 
The cost of the complete scheme is estimated to amount to approsimately Rs. fiO 
KUhs. but it ia inteuded to cany it through ia sesmal stages. While it is 
anticipated that will) ti.o help of tho special depreciation allowances, a cons', 
derablo proportion of the cost will ho mot out of roserscs which it should he 
possible tc conserso in tlie Company, it is calculated tint some fresh capital will 
lequiio to bo raised. 

To enable this to bo done your Directors hare given seitous considerat’on 
to the Company’s present capital stiucttirc. The autJiorisod capital of the 
Conipauy is Rs. 1,00,00,000 divided into 0,00,000 OjJinary Shares of Rs. 10 
each and 50,000 7 per cent, rreforouco Shares of Rs. 100 each. Of tlie 
7 per ceot. Prefeicuce Shares 22,fK>S have beeo issued and your Directors 
rocoiBinend that 25,000 of tho balance available for issue be concelled and in 
Iwm thereof 2,50,000 new G per cent, taxable Second Cumulative Preference 
SiiaroB of Rs. lO each bo ci'oate<L In making this rocommoDdation your Directors 
would draw jour attention to the present tendency towards cheaper money an 
example of which is the Government of India's recent decision to repay all 
outstanding per cent, non-lenninable loans with the option to holders 
to convert into 3 per cent, and 2| per cent loans. 

The proposals made by your Directois would effect a considerable saving 
to the Company as and when the new 6 per cent Second Cumulative Prefeience 
Shaies are issued — but at the samo time eosure .a fair return to investors. Tim 
proposed new shares would rank immediately after tbo existing Preference Shaves 
and in priority to the Oidinary Shaios in the Company both as legarrla payment 
of dividend and, in a winding up, as legards payment off of capital and arrears 
of dividend, whether declared or not up to the comniencemeDt of the winding up, 
'but would not confer any finther right te participate in proBts or assets nor 
confer any voting rights. 

If the above proposals meet with your approval your Directors further 
recommend that foi the present 45.000 new 6 per cent Second Cumulative 
Preference Shaies be issued at a preiniuin of Re. 1 each and be offered in the 

first instance at such premium to the existing shareholdai 8 in the proportion of 

one now Second Cumulative Preference Share foi every ten existing Bharos, 
vvliether Preference or Ordinary, held by them, fractions below one half being 
disregarded and one half and over being taken as one. It has been possible to 
make this offer to the shareholferi in the pnqiovtioQ given above as eertaia 
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notice addroasad to him and &d?ertisad m-a newspaper circulating in the neigli. 
boutbood of the registered office of the company shall be deemed to be duly 
given to him on the day on which the advertisement appears. 

According to regulation 116 of Table A, notice of every general meeting 
must be given to every member of the company (including bearers of share 
warrants) except those members who (having no registered address in British 
India) have not supplied to the company an address within British India for 
tbs giving of notices to them. Notice must also be given to every person entitled 
to a share owing to the death or insolvency of a member. It means that notice 
of a general moetiug is to be gHon not only to every member but also to certain 
non-members such as tbo bearers of share warrants and the legal representatives 
of a deceased or an insolvent mesiber. * 

Although all uiembers and some aon-members Iiave a right to receive notice 
of a company's general meeting, yet they all do not enjay the right to attend, 
speak or vote at that meeting. Of course, no non-members are allowed this 
privilege ; but the articles of most companies also impose restrictioni on the 
members themselves in respect of the right to attend, speak or vote at general 
meetings, e. g., no member is-ODlitled to be present or vote on any question 
either in person or by proxy or as proxy for another whilst any call or other 
sum shall bo due and payable to the oompaoy in respect of any of the shares of 
avch member. 

Agenda ^ 

The term agenda means a statement of the business to be discussed and 
transacted at a meeting, and the order in which such business is to be dealt with. 
The piepaiation of the agenda is a necessary preliminary to the holding of a 
successful meeting. It is drawn up by the secretary in consultation with the 
chairman. . , 

Proxies 

A proxy is a person who is authorised to allond and vote at a company 
maet'mg on boball ot another person. Ihe term is, however, more generaWy 
used for the document by which the person is authorised to act. At common 
Uw, there is no right to role by proxy; but tbo articles of most companies 
contain regulations providing for and governing tbo use and form of proxy. The 
provisions of the articles must be strictly followed. Usually tbo person appointed 
to act as proxy must also be a member of the company, 

Proxies must ho in writing, piopcrly stamped and signed by the sbaro. 
holder. Although not classed as sovb, a proxy form is really a simplified power 
of attorney. The form of proxy is given in the articles of a company ; but an 
instrument appointing a proxy, if in tho fo*nn sot out in regulation 67 of Table 
A (and given below) shall not be questioned on tho ground that it fails to comply 
with auy special roquiromcnls specified for such instruments in the articles : — 


-I. 
Of the,. 


.Company, Limited 


..of (a (lie district of...... being a member 

.Couipany, Limited, hereby appoint ....'..of... ...... ...... 
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as my proxy to vote tor mo and on my boLalt at tho (ordinary or oxtraordmary, 

ns tLo caso may bo) gouoral meeting o! the company to bo hold on the 

day o!..., ...und at any ndjournmont tboroof. 

Signed this..... day ol 

Suction 60 proA idos that a company, xrhicb is a mombor of anothor company 
may, by rosohition of tho directors, authoriso any of its officials or any other 
porfion tu act, as its representatuo at anj- meolcng of that othor company, and 
tho porsoii so .lutliorisod shall ho entitled to oxorciso the saino powois on behalf 
of tho companj \Thidi he reprosonts os if he noro an individual shareholder of 
that other company. 

Regulation CG of Table A, which is couiputsorj' for all companies, requires 
that pr 3\j forms must ho dopositod at the registorod o/Bco of tho compnoy cot 
loss than soTonly.lwo hours hoforo Ibo timo (or holding tho meetin'' at which 
tho person named in tho proxy form pioposos to toto, and in default tho instru. 
mciit of proxy shall nut bo troatod as \olid. 

•Ill proxies iodg-od .it tho coiupany’s offiio must be c.irofulIy cxaiiimcd by 
tho fcoorot.iry in oidor (o oscortnin that (I»o domment was lecei^eJ at least 73 
hours bcfuic the tiuio of the mouliug, that it is in proper fotm and btampod, that 
it IS properly signed, that (he namo of (ho moabor .igross with t bo Register of 
Monbers, and that tho person appointed is a mombor of tho comiviny (wlioro 
this is requirod by tho niliclos). Tho last point would cot, howoMir, apply to 
the >cprc5onlati\e of a company sharoholdoi, as such ropresontativo coed sot 
himself be a member of the company. 

Whether a prosy form is in order or not wiH bo decided by tbo chairman of 
(he mootiug, but the secretary is expected to draw the chairman's attention to 
any forms which ought to bo rojocted. .\ list giving tho names of tho icombcrs 
who hare appointed proxies, tho number of votes to which they aro ontitlod and 
tho names of tho persons appointed should be available for tbo uso of the 
chairman. 

Xole ■ — The directors may* provided that they are acting botin ftile in the 
interests of (he company, ulihve the company’s funds in issuing, stampiug, and 
obt.iining proxies m llnir own favour* Owing to the apathy of the average 
shareholder and his unwillingness to attend company meetings, an appeal for 
proxy forms is frequently made by directors when seching to carry through some 
scheme requiting the approval of oienibers. The secretary is, therefore, some- 
times required to send out, with the notice of meeting, stamped proxy forms and 
an invitation to shareholders to appoint one of the directors to vote at the meeting 
on their behalf. 

Poll 

Voting at company meetings is usually carried out in tho same mannor as 
nt any other bind of public meeting, namely, by show of hands on tho princlplo 
of ‘one mau, one vole.' Soniotimos, howoror it becomes ncceesarj d;bat the 
21 ' 
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members of a company should be able to exercise voting power in proportion to 
their interest in the company, and in order to do so, voting is done by moans of 
rviiat is known as a 'Poll'. Voting by. poll means a counting of 1 11 actual 
available votes as distinguished from a mere counting of votes on a show of 
bands. On a Tsbow of hands, each peHon counts as one vote, even though ha' 
tnay bold, proxies for otherB. On a poll, votes ara calculated according to the 
number of members present and the proxies held by them from members who 
are absent and also according to tho number of shares hold. A poll is usually 
resorted to when some important business is before tho meeting for decision. 

Who Can Deniand a Poll. Members have tho right under the common 
law to demand a poll on any motion before the meeting, but this right may lo 
excluded or qualified by tho articles. Under Section 79 (1), however, it is 
provided that five persons present in pereon or proxy or tho chairman or any 
member holding not loss than ono-tentb of the issued capital which carries 
voting rights can demand a poll. In tbo case of a private company, one member 
or two mombora at least are required to demand a poll according as the members 
present in person at its meeting are oitbor seven or more than seven. 

Ifoto fo Take a Poll. When a poH Is duly demanded, the chairman must 
grant it and fix tbo time and place for taking It ; for if a poll is duly demanded, 
the show of hands is nullified. If by the articles the poll is to be taken in such 
manner as the ebairman directs, tbo poll may be taken then and there. The 
poll will bo taken by every person wbo desires to vote, signing a paper beadotb 
as tho case may bo. for or against tbo motion. The votos of each membor are 
thon inserted and these having boon added tip tbo ebairmao declares tbo result. 
The meeting or tho chairman can appoint eemtineors to ©xamino and count tho 
votos at a poll and to report tho result to fbo ebairman. 

On a poll being domaoded. it may be taken at onco if tbo necessary 
preparation has been made beforoband ; otberwiso the meeting may bo adjourned 
for the purpose. Each member is supplied with a voting paper on which he 
says whether be is voting for or against, and mentions the number and class ol 
shares held. If ho is acting as a proxy be must name the member for whom ho 
is acting. He then signs it and tetorns it to the secretary. Voting papers are 
then arranged alphabetically and scrutinised by reference to the list ol proxies 
lodged, Begiater of llemberB, and the voting value of the shares held. The 
Invalid voting papers are rojoctod and tho number of votos lor and against aro 
reported to tbo chairman wbo declares tho result of voting. 

Voting. 

The articles of a company proscribe tbo procoduro to bo obsonod in 
connection with voting at general meetingSi and the pteacrihod regulations must 
be strictly followed. Usnally the vote is taken by a show of hands. Evoryone 
present who is entitled to vote has one vote only, irrespective of the fact that he 
also holds a proxy for an absent membor. The compulsory regulation 5G of 
TaUo .\ provides that tho chairman’s dcclantlioo that a resolution has tceu 
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cinioil slinll ft poll is tidtntncicd) i )0 «]om*iu<l 0 (] cmialustvo o\iiloiice of 

tlio fact. 

Decisions ol nicmVors iiw obUipod by putting llio Tuostion to tlio vote, tlio 
ebaiman ftnnouncing tho tosuH. If u motion is cmioil Knnniiiion^fy, it moans 
tint every inomber prosont baa vcAod (or it ; if it is catrioA notn. con , it ino.urs 
tliftk nono has voted against it, though thero may bo sotm tnotnbors who did not 
\oto at nil. In other cases, tbo chairman simply doclaros ns 'carried' or 
'rejected'. 

Minutes 

There IS ft statutoiy oMigation nmlor section 83 to keep miniifos of nil 
proceedings of general mootings ot the momlora of companies nnd nlgo of board 
mootings. Tbo societary is the proper person to prepare such minutes, for 
which puTpCiSO ho must, of conrso, l)o prosont nt Iho meotings and take tho 
noccasary notes. It is ndatsahlo tU.xt tho mimitea bo written up ns eoon ns 
practicable nftor tho nicotiugs ha\-o tikoia pUca. in oidoc that the socictary’s 
memory miy ho able to assist in the intorprohation of his nofos, nnd help him to 
mal .0 goed nny omissions thorofrom. 

It is very icapoitant that minutos should olways constitute a clear and 
succinct leeord of the proceedings to which tlioy relite. The pages of tho book 
should be numbered, and on no account may nny spaiit pages bo leinoaod nor 
any erasures male. Mtorations, when necessary, should bo effected by crossing 
out tho ioeorvoct ssonU end adding sneh othors as may lo noodod, tho wholo 
thing being dune io a manner which will disclose tho exact nature of tlio 
oltoratiOQ, £very Alteration should bo initialled by tbo chairman at tho time ho 
signs the minutes as corioct. after which none may bo made. Occasions may 
arise when tho minutes have to bo piodncod ns ovidonco in a court of law, and 
it Is, therefore, very Important that tho mioutos slionld bo carefully written. 

Under section 83, t!»o minutes of general mootings of tho company are open 
to tho inspection of meniboi'S, bat the minutes of diroctois' mooting) are not. 
Therefore it is necessary that minutes of general mootings and board mootings 
should bo kept m sopu.ito books. Tho minute l>ooka ahoiiUl bo piovidod with 
proper indeses. 

Minutes are the written rocoid of the proceedings nt mootings. The 
piucticu with regard to tlio particulars to bo Ineludod in tho minutos varies 
considonibly. Some fivour a bare outline of tho proceedings ; while others 
burden tho minutes witli too many uunecossary dot.ul3. Tho ideal should bo 
between the two. Hoports of mootings arc Bimilar lo minutos in respect of 
recording tho procoodings thereat. But a report may bo verbatim or summariaod, 
while the minutos eimply record only a, summary of tho business tiausacteil and 
tho actual wording of tho resolutions passed. Reports may consist of speeches 
and arguments, but minutes mainly record decisions. 

Tho minutos should be headed somewhat as follows J-” 

“MINUIUS of tho Tenth Annual Ordinary General Mooting of tho 
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Menibors of tba Swadeelii Co., Ltd., held at tHb Bogisterod Office of the 
Coroiiany, 25 Civil Linos, Agra, on Friday, tho 9th March 1945 at 3.30 p m." 

Tho names of thoso who may be present at a meeting should be given as 
shown in the specimen minutes appearing in the following pages. 

Each minute should have a serial number and heading in order that it may 
bo properly indexed. The items should bo recorded in tho order in which they 
wore talcen at tho meeting. All resolution? carried should bo sat out in full, each 
forming a separate paragraph preceded by tbe word “RESOLVED”, so that the 
actual resolutions stand out from any introductory or other matter. Whore 
the ch.airman has mentioned the numbers voting for and against a resolution, the 
figures should he stated in the minutes. 

Conduct of Business at General Meetings 

Quorum. A quorum is the minimum number of qualified persons who 
must be present at a meeting before any business can be validly done. The 
articles fix the quorum. The quorum must be present until the close of the 
meeting. If no quorum is fixed by tho articles, two mombcrB will form the 
quorum. Froztes are not counted in tho quorum, but the representative of a 
company shareholder is counted. 

Chairman. The chairman o'f tbe board of directors is appointed in the 
manner laid down In the articles. In India tbe chairman is usually one of tlie 
directors appointed by tho managing agents. The articles also provide that the 
chairman of the board of directors shall be the chairman of tho company. But 
if there is no such provision or the chairman is absent, tho membei'S present 
can choose some one of tboir number to bo chainnan. If tbo chairman is 
appointed contrary to articles, the appointment is void even though all the 
members acquiesce in the appointment. 

When a number of persons assemble and put a man in the chair, they 
devolve on him by agreement the conduct of that body. If the articles contain 
express provisions as to the conduct of meetings, those rulos must be observed ; 
but in the absence o! appropriate regulations, the chairman must act fairly and 
to tbe best of his judgment. 

The duty of the chairman is to see (a) that his own appointment is in 
order ; (5) that tbe meeting is valid; (c) that the business is taken up according 
to the agenda, unless subsequently altered by tho consent of tho meeting ; 
Id) that reasonable opportunity is given to all members to express their views ; 
(c) that, in case of dispute, be decides who shall speak first and that be protects 
the tights of the minority ; (f) that all business is within the scope of the 
meeting ; (g) that he maintains order and decides points of order ; (/<) that 
disorderly persons are removed or else the meeting is adjourned ; and (t) that the 
decisions are obtained in the prescribed manner. 

Casting Vote. It is customary for the articles to give the chairman a 
second or casting vote in addition to the ordinary vote possessed by him as 
member, if tbo vote? of members are e^ual. In the alxseoce of express provision, 



COMPA NY fSHCRnTAKIAIi WORK 


ISO 

howoYor, U)0 cJiairman Jim no casting ante. «t a common law lio docs not 
possess this priailo^o. If the chainuan does not osarciso his casting aote; or 
if ho doos not possess it, and tho \oting is e<iual, the motion is deemed not 
carried. 

Supremacy of the Majority. The rule that the rotes of majority bind 
tbo v.hoio of tho mombors ie a cardinal principle of company taw, unless eotna 
provision to tho contrary ia to J o found in tho artJclos. This principle Is, howeror, 
subject to two limitations, viz ■ — that an extcaordtairy or a special resolution 
is passed by a throo. fourths majoiity of tho momhers present; and that the 
meinboin act in confonuft^ with tbo articles and the law, 

Althongii the BUpremacy of tho ntajority is ahsoluto and compJeto, their 
powers must be used boiin ftJr for the benefit of the company ns a whoJo and 
not for their own benefit The majonty cannot use their power to practise 
fraud or oppression on the minority, nor can they do any iJJcgd or uUra viren 
acts 

Maliont. \ motion is a proposition or proposal pnt farward at a meeting 
for discussion and decision whilst a lesolulion is the formal declaration recording 
the actual decision by vote of the persona present at a mooting. Unless the 
motion is altered by an amendment, the wonls of the motion become tho woida 
nf tho resolntioD, and, in fact, a motion is lodly a 'projiceed' resolution, Motions 
aie sometimes describod as ‘the <)(ioslion Lolore tho mooting'. 

Tho articles provide the proeedme to l>e obseuod. Motions must comply 
with those regulations, |bu within the suipo of tito notice, anl so frainod that 
a definite deeision can ba arrived at. They should bo m writing, signed by thn 
proposer and lianded to tho chairman. UsmiUy motions aro socondeJ, but this 
ia not ua’aossary cscopt where tho articles roiuiro it. 

Original motions 'aro subject to amendment, providod the amendment is 
within the scop'v of the meeting Amoodments to an amendment should not 
bo accepted ; tins leads to confusion and difficulty. Tho chairman may divida 
tho motion. into two parte, if by so doing ho liciltlatos the business of the 
meoting. AYheio an amendment is carridd, tho original rcetioo as amended 
becomes tho substantive motiou, nod is capible of being fuither discussed 
and amondod. A motic® caunsA bo withdrawn without, loavo of the moating. 

Amendmeots An amoudnient is a revision of the original motion under 
discussion either by the addition of ccitain words, the deletion of certain 
words, or a combination of both these methods. Although it is desirable that 
amendment should bo in writing, signed and banded to the chairmen, yet in the 
absence of any specific rogulatious. they may bo moved verbally without notice. 

An amendment must be relevant to the original motion , musk be formally 
moved before the main question is pnt to vote ; must not be a mere negative; 
ond must bo within the scope ol the notice. It cannok be withdrawn withouk 
the leave of the meeting. If there are Borera! amendments, the chairman will 
decide th<5 order in which they aro to be tabon op. 



100 BUSINESS OBGANISATION 

Tho chairman must allow . roasonablo discussion on each amendment 
before it is put to tho meeting. If the amendment is carried tho original motion 
is revised accordingly and tho revised motion becomes tho substantive motion 
which may be further discussed and amended. 

Speakers. Every member legitimately present has the right to speak 
once only od o^ich motion or amendment. The mover of an original motion has 
tho right of reply on tho debate. Tho chairman will decide the order in whicli 
members shall address tho meeting. \ speaker should rise before tho commence, 
mont of his speech, and address tho remarks to the chair. He must confine 
his speech strictly to the question under discussion and resume his roat at its 
conclusion or (when a point of order is raised) on the chairman rising to address 
tho meeting. The language used by a speaker should bo courteous and should 
not bo ofTonsive or personal. 

Interruption of Debate. When discussion on any pvrticiilar question 
is going on at a meeting, it may bo intorriipted in one of the following 
ways : — 

(a) Amendment*. When an amendment is moved, discussion is diverted 
to tho amendment until it is disposed of by tho mooting. If it is lost discussion 
on tho original motion is resumed; but. if carried, tho motion as amended 
becomes the substantive motion and tho latter may be further d/scussed. 

(b) Previous Question. The object of this motion is to suspend the 
discussion of and the decision on an iocooTcnient motion which it is unwise 
to discuss in tho general interests of the body or from tho discussion, of which 
no good is likely to result. It can only be proposed when the original question 
is before the meettog, and not during the discussion on an amendment. 

The form in which It'is put is ‘'that tho question bo not now put.*’ ^Yb6n 
•the previous question has been 8ocoode<l it is forthwith put -to the meeting. No 
discussion Is allowed. It takes precedeuco of all other business. If it is carried, 
tho original motion is disposed of and cannot again bo put before tho meeting, 
i. e., is shelved once for all. If it is not carried, the original motion is put to tho 
meeting without further discussion. 

(c) Net Business. The object of this motion Is to prevent a decision from 
being taken on the main question. Unlike the previous question it can bo 
moved oven when an amendment is before the meeting, it is put in the form 
“that the meeting pass on to the next business.” After being moved and second- 
ed, it is put to tho meeting without discussion. If carried, the original motion 
is disposed of ; if lost, tho debate is resumed. 

(d) Closure. If discussion on any question drags on and become unduly 
lengthy, and tho mind of the meeting seems to be made up, this motion may be 
proposed with tho object of avoiding waste of time and obtaining a definite 
decision on tho question. The usual form of this motioir is “tbat tho question 
bo now put." On being seconded it is voted upon without discussion. If carried, 
the main question is put to the meeting at once ; if lost, thg discuesiop ij 
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raaumoJ. The obioct of moving a cloaaro is not to abohe tbo main question, 
but to Bocuio an iznmodiatc decision. 

(c) Postponement. A postponomont, which should bo distinguished from 
an adjournment, usually arises when the debato ro\eaIs some diEferonco of 
opinion, aud it is doarroJ to obtain additional information on some points. It 
may bo worded thus ; "that further constdoration of tbo motion- be postponed 

until " Tho mo\ar of tbo original motion has tbo right of reply, after 

whicli it is voted upon. If carrioci, the debate is postponod to an agreed date ; 
if lost the debato is cootinucyl. 

iP Adjournment. The mover of the original motion has the right of 
reply to a motion for adiournment (either of tlio debate or of the meeting) except 
n hen the adjournmeut is for a short intorval. The motion should state clearly 
foi how long tbo mcoliog is to bo adjournod, tho date on which the adjourned 
mooting is to bo held. Tbo chsirnian on his own motion can adjourn tbe 
ineotiog vrith the consent of tbo meeting. 

(fj) Disorder. Discussion ou motions is sooiotimes iolorruptod by tbe 
disorderly conduct of some motsbors prosoot. When Iboro is porsisteot disorder, 
tbo moeliog m&y be adjourned for a short time to onablo order to be restored, 

N> D.— 'For company inootinga, wbero cortaio business must bo transacted, 
e. ^.1 tbo adoption or rejection of accounts, tbe previous question and tbe neit 
business will bo out of order, as Iboir accoptanco will prevent the tnoetiog 
transacting tbe business for wbicli it is convened, 

Notices of General Meetings 

Tlie drafting of notices is an important duly of tbo company secretary, 
Bince in many casus tbo inan.vging agents of coDipanios act as iboir secretaries, 
tbo notices aro signed in several ways. Here are a few oramplos.— 

(tt) By Order of tho Board, (tt) By Order of Board. 

X Co., Ltd.' X & Co., 

Managing .Igents. Managing Agents. 

(b) By Order of tho Board, (e) B> Older of tho Board, 

X Co , Ltd., Bam Lai, 

Bam Lai, Managing Director, 

Managing Ditoctor. (f) By Order of tbo Board, 

Managing .Agents. Bam Lai, 

(c) By Order of tbo Board, Soerotary or Manager. 

X Co , Ltd., 

Alanaging Agents, 

Bam Lai. . 

Managing Biroctor 

1. .Volice of Stalutorn Meelinij. 

The Swadeshi Company Ltd. 

NOTICE is hereby giien that the Statutory Meeting of tbe above-n.vmed 
Company, pursuant to Suction 77 of the Indian Companies Act of 11)13, will lo 
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held at the registorcd ofhce of the Company. 25 Civil Lines, Agra, on Monday, 
the 32th March 1945 at 3-30 p. in,, for tho parposo of tunsactJcg tie folfcwing 
hnsiness — ' h 

1. Consideration of the Statutory Ropoit. 

2. Approval of modification in the contract between the Company and the 

YouJois, Messrs 

3. Discussion of matters arising out of tho Report or relating to the 

formation of the Company. 


By Order of the Board, 

Agra, I5lh February 1945. 

Or, 

NOTICE is hereby gi\on that, in compliance with Section 77 of the Indian 
Companies Act of 1913, tho Statutory Meeting of the Company will be hold at 
tho registered office of the Company, 25 Civil Lines, on Monday, the 12th March 
1945 at 3.30 p. m., for tho purpose of considering the Statutory Report and 
transacting such business as under the pio^Islons of the aforesaid FeclJon of the 
said Act should or may bo Iransaclod tboioat. 

By Order of the Board, 

Agra, 15th February 1945. 

2. Kolice of Annual General Meeting for doing onhj ordinary hushicss, 

• Tho Swadeshi Company Ltd. 

NOTICE is hereby given that the fourth Annual General Meeting of the 
Company will be held to the registered office of the Company, 25 Civil Lines, 
Agra, on Monday, tho 12th March 1945 at 3.S0 p. m. for the purpose of transact, 
ing the following business— 

1. To receive the Directors’ Report and to pass the audited accounts for 

the yojvr 1944. 

2. To declare dividend. 

3. To elect directors. 

4. To appoint auditors and to fix their TOinunoration. 

5. To transact any other ordinary business that may be brought Loforo 

the meeting. 

Tbo share Bools of tho Company will ho closed from 2Cth February 1945 
to 12th March 1946 both days inclusive. 

By Order of tho Board, 

Agra, 15th February 1946. 

— ^he dividend, when sanctioned will’ bo made payable at tbo 

B^tnl, Ltd., Agra, on and after tbo 20th March 1945 to those 

BbateholdeiB whoso ntmes stand on the Register of tbo Company on the 12th 
Manh 1945, to wbcm dividend warrants will le posted. Fharcboldcrs are 
requested to kindly notify any change of'adarcsB giving ledger folio. 

3. yoiice oj Anrvdl GiniTal Melting for doiny both ordinary and eye<ial 
htisincss. 
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Tho Swoilo^hi Guuipjiay 

NOTICE is lioroby gixoii that tho fourth Annual Goiicval Mooting oi tho 
CoiTiji.iny will Lo lioUl nt tho rogistorotl olfico o( tlio Comi>any, 25 Civil Linos, 
A^r.i, on Jlonilay, tho IQlh ^latch ttllS at 3>30 ji. m , for tlio puijiosoot 
transacting tho following huainosa 

As Ordinary Business t 

1. To rocoivo ami consider the annual accounts for tlio joar 1914 ; 

2. To tloelaro dividond 

3. To oloct Jiroctors , 

J. To .ippoint auditors and fix tlioir icuiunotation. 

As Special liusincas, to consider, and if thought fit. to pass with or without 
modification tho following as a Special Resolution t — 

That Article 134 (11) (d) of tho Articles of Association of tho Couiinny lo 
allorod by iusorting in tho first lino the words ‘second or sulsoquoot' 
hetwoen the woids ‘first’ nnd 'nioitgago', nud by adding a comma 
nfloi till} said word ‘fitet,’ and b} iosoitiog in the sjmo liuo the words 
‘wliothor issued in rupee or sterling cuironcy, between tho wonls ‘dobon* 
turos and 'of and b> substituting in the third last line tho figuro ‘O' for 
tho figure '10 between the words ‘during each of the' and tlio word3'>ears 
immediately pioeoJiog.’ 

Tho Shaies Books of tho Cou)p.ui} will be closed fiom 2Cth February 
IDJo tu 12th March 1945 both days inclusive. 

By Onlor of the Boaul, 

Agra. Sill Fobiuaiy 1915 

1. Xotke of J\j.froordiiuiry Uencral Matitty held inmediatel!/ ofkr 
Ordinary ^feeting. 

The Swadoshi Company, LW. 

NOTICII IS hereby given that an Bxtraoidinaiy Goaornl Meeting of the 
Cuuipaiiy will bo held at tho rogistoreil office of tho Company, 25 Civil Linos. 
Agra on Monday, tho 13th March 1U15 at 4-30 p. m., or so soon thoreaftoras tho 
Fourth Ordinaiy General ^looting to bo called on tho Buno day shall bo 
concluded, when tho subjoined Resolution wilt bo pioposed as Special 
Resolution — 

The woiding of the losolnUou as in Ko. 3 ^vhovo. 

By Older of the Boaid, 

Agia, 8th I’ebiuaiy 1945. 

,Y. U.— The words 'or >o icon ihtieaflet as the rouith Ordinary Gsueial 
MeelwiR lo be called on ihe same day shall be concluded’ will not be neteisary 
in a nolicc convening an esliRotdinaiy general ineeting. if lUe extraocdinaiy 
meeliiig is not held on ihe same day on whuh the ordinary general nieeting is lo 
be held. 
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C, Notice of Half-yearly Ordinary General Meetings. 

When a company holds half-yearly ordinary general meetings, as is Ibe 
case Nvith many companies in this country, the first half-yearly meeting in the 
year takes the place of the annua! general mooting, and it is at that meeting that 
directors are elected and auditors aro appointed ; while at the second half- 
yearly moating held in the year these two items do not come up before the 
members. Thus the business for the first half-yearly meeting will consist of 
consideration of accounts, declaration of dividend, election of directors and 
appointment of auditors ; and the business for the second half-yearly meeting to 
bo hold in the year will ho only the consideration of accounts and the declaration 
of dividend. 

Minutes of General Meetings 

1. Minutes of the Statutory Meeting. (See Notice No. 1 above) 

The Sawjloahi Company Ltd. 

MINUTES ol tha StAtulory Mooting ol Iho Company hold at tho rogisloroJ 
office of the Company on Monday, Iho Itlth March 1915 at 3-30 P- m. 

Trosont : Chairman. 

I 

* ‘ * ^Directors. 

and 10 other members. - 


1. Notice of Meeting. 

2. Statutory ({aport. 


8. Modification of 
Contract. 


Tho notioo datod ICth I’ohruary I9J5 conyoniog the 
Mooting was road. 

Tho Chairman made an inaugural spoooh about tho 
formation of tho Company and its prospects, an 
then invited discussion and questions on tha Statutory 
Report and matters relating to the formation of 
the Company. Tbo questions put forward 6y 
members having been answered, it was resolved, 
on the motion ol tho Oba’irman soconded by 

^ that the Statutory 

Report of the Company be adopted. 

On tho. motion 'of tho Chairman, seconded by 

Mr... it was resolved that tho 

fullovving modification in tbo contract dated 

botwocD tho Company and the Vendors, Messrs 

bo approved 

"Tho purchaso price of Rs. 0,00,000 bo piid 
as to Rb. ' 1,00,000 in cash and tho bahince 
in fully.paid shares of tho Company iDstoad 
of Rs. 2,CO,000 in cash and tho balance in 
luHy-patiT shares as originally ogrood." 
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4. Vol» ot Thoro Wing no otlioi biisinosa bafoi-o tlie ineetins. 

tli« mooting termiiwtoij witli a \oto oftimuks to 
tho chairman. 

iV- li - — In accordance wnh the <tatiiiory rr<iuirrmrnl«, the Register of 
Members was produced and remained aanlable (or the inspection of merr.btis 
during the conliimance of the meeting. 

2 Minule.1 of t?t>‘ Aunmt (Jfaeriii Mi-rtiug. (Soo Notice No. 3 nhove). 

Tho Swniloshi Gomp.iDy Ltd. 

MINUTER of tliu Fourth \nniul GoiiomI Mooting of the Company held at 
\l )0 Tugisforod of llio Coinpvny on Monday, tlie \2tli March 1945 

at 3.30 p. m. 

ProsoiitJ — Clirthumn. 

I 

^Directorf. 

aud 15 other menibors. 

Conipiny’K auditor, 

2*1. Notice of Meeting Tho notice of the nioeting dated 8th Febinary 
1945 was rosd. 

2f>, Adoption of Accounts On the motion of tbo Chairman, seconded b> 


Ml it was resohod that the 

amlitcil accounts of tho Company for the year 
1944 bo adopted. 

27. Declaration of Oividond On tho motion of Me Booonded 

by Mr. It was rosohod tbit, as 


recommondod b) the dlroctoi-s. n dnidond of 
Rb. 5 poi fluiro on 2,000 shares of tho Comp.any 
bo declared for the year 1944, and that the 
dividend bo p.«id to those shareboldora whose 
names stand on tho fJonipany’s Register of Meoi. 
beis on tho 12th March 1015. 

23. Election of Diioctora, On tho motion of Mr. .......... seconded 

by Mr, .it was resolved that 

Mr, S bo To.eloctod and Mv. Y bo ©looted as 
iliroctors of tho Cotup.ioy. 

29. Appointment of On tbo motion of Mr. Booondod 

Auditois. by Mr. it was resolved that 

Messrs of bo 

reappointed auditors of tbo Company for the 
current year on a remuDoration of Rs , , . ... 
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oO. AlLoration of Arttclct!. On Ihc motion of tlio Chairman, Bocondod by 

Mr tho follon'iog rosohiliou 

Vi’aR passed 08 a Special Resolution 
“ as given before. 

Meetlngt o( Directors 

Tho managemotit of a company is carried on by its diroctorfi, who moot 
together {or tho transaction of tho company’s husiness at vfhat are called Board 
meetings. The business that comes np Iiofore board mootings varies in tho 
caso of difforont companies. Atattors which In the caso of nno company ore 
dealt with hy the directors, may In another bo loft to tho managing agents or 
tho managing dirodnr. Tho exact mauro of husincas to ho dono at hoard mootings 
depends upon tho nilicles of association. There are. howc\or, certain ttaltora, 
such ns the allotment of shares, making of call^, forfeiture of shares. affisinQ iJjo 

company's seal, issue of dobonturos, disposal of profits, etc., whicli can bo dealt 
with only at hoard mootings. 

Matters considered by directors at board mootings are usually decided l)y 
a bare majority ; but in some special cases the Jaw roquhoa a statutory majority 
oi the directors. Thus tho managing agents of a company cannot enter into 
any trading contracts with it without tho consent of tbrcc.fourths of tho 
directors present at a board moetiog and entitlod to vote on tiio resolution ; nor 
can the managing agents of a company Invest tho funds of ono company In tlio 
shares and debentures of another company under tboir managoinont unless the 
purchase has boon provlonsly approved by a unanimous decision of tho board of 
directors of the purchasing company. In these two c-asos, thoroforo, a hare 
majority of tho directors Is not enough. 

Directors’ meetings are bold periodically. The directors are usually em. 
powered by the articles to transact buslnoss either by ineotings or by corros. 
pondonce. Tho procedure at board meetings Is loss formal and is goaornod by 
iho articles and fbo directors' own rosolullons. 

Tho secretary, alter consultation with the chairman of tlio company, shoubl 
propato an rgenda for each board meeting. The provisiotis in tho articles affocting 
board meetings and matters incidental thereto should at all times bo borne in 
mind with a view to safeguarding the directors against unwittingly cxcoeditig 
tho powers conferred upon them. I’lcparation for, and proceedings at, meetings 
provide duties which occupy a very large pottion of tho eecrotary's time. Tho 
preparatory work for directors’ meetings often includes summarised ropoits on 
the company's business, t)jo crjllatlon of various documents and other iij/orma. 
tion whicli will bo rcriuirod at the moctiDgs, wiillst the proceedings will protiiio 
l)jc Bccrel.iry witli various insiroctions and iliilics. 

The secretary's duties Ijcfoio_, at, and after the board mootings may l)0 as 
fiillowR : — . 

1 . To pToparo agenda .and issue notice of tho mooting to directsrs. 

a. ,To arrange for the attcudance at the loocting of other oificinb of the 
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mannor as tUo minutes o{ company moetings. H the directors have decided 
anything by covrospondonco. it is ossontial that such a decision should also be 
recorded in the Directors’ Minute Book with a note that it was reached by 
correepondoDCo and not at a meeting. 

Agenda and Minutes of Directors’ Meetings 

1. First ^feefin(J of Directors. 

Agenda 

1. ’Corlifjcale of Incorporation 

2. Appointment of Kfanaging Agents. 

3. Appointment of Bankers, 

4. Appointment of Auditors, 

5. Company's Common Seal. 

0. Agreement with Vendors. 

7. Underwriting of Shares. 

8, Draft Prospectus. 

Minutes 

The Swadeslii Company lAd. 

MINUTES of tliQ First Mooting of Directors hold at the Bogiatored Office 
of the company on Monday, the I2th March 1945 at 12 noon. 

Present : Chairman 

^ ^^Directors 

fiega! Advisor 

1 Certificate of Incorporation Mr the Company’s 

legal advisor, produced the certificate of incor. 

1 poralion of the Company No. C7845 dated 

for the inspection of directors. 

2 Appointment of j\fannging Besolvod that Messrs Prens A Co. be appointed 

Agents the first managing agents of the Company with 

efToct from..,. ...upon the terms contain. 

od in the Articles and set forth in the draft 
ngrocrooot made between the Company of the 
one part and ^Ir, Ram I>al, Mr. Sham I<al and 
Mr. Mohan r4al carrying on business under the 
mime of Prem A Co. of the other part ; that the 
said agreement he hcrebs’ approved and that it 

ho signed by Mr.... and Mr 

(diroctoia of the Company) on behalf of 

the Company. 

3 Appointment of Rankers Resolved that the Bank. Ltd., is 

appointed Bankers to tlie Company ; that the 
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s&itl B&ok is LoTobv suthotisoil to dobit tbs 
CompaDy's account with all cheques drawn 
upon Gucli account, when signed for and on 
bobalf of tl«j Con^pany by the managirg agents ; 
ami that all cheques and other Instruments 
roqniring the endorsement of the Company may 
be endorsed for and on behalf of ibo Company 
by the managing agents. 

4 Appointment of Auditors Resolrod that Messrs.. Registered 

Accountants, be appointed auditors of the Com. 
pany cO a romuDeration of Bs 

5 Common Sea] Roso1to< 1 that the seal (of which an impression is 

alfixod to these minutes) be adopted as the 
Common Seal of the Company, that a key of 
No. I lock of the Seal be held by the Chairman, 
and a key ol No. 2 lock be bold by the manag- 
ing agents, and that the dnplicato koys be 
depoaited with the Company’s Bank. 

G Agioemenl ^^ilh Yenduis Resound that tbo dralt ngreoment dated.. 

mode between the Company of the one part 

and Messrs of tbs other part for 

the sale of Messrs 's business to 

the Company as a going concern as from 

^bo approTetl and slgnod by Mr 

and Mr (Directors of tho Company). 

7 Uuderwritiug uf Shares Rosohod that the terms on which Messrs....... 

.....bare offered to underwrite 2,000 shares 
of tbo company bo aceopted. and that the Com- 
pany’s accopUuce bo communicated to them. 

8 Praft I'rospoctus Rcsohed that the draft ProspectuB bo approved ; 

that tho riospoctus be dated ', that 

it be signed by all the directors , and that a 
signed copy bo Glod with the Registrar of Joint 
iStocV Compauies. 


2. Subst<]ite»f of Directors. 

Agenda 

1. Minutes of previous niootiug 

2. Resignation of Mr. W a iliroctor, 

3. Appointment of Director to fall casual vacancy. 

4. Report of Transfer Committoo. 

5. Purchase of additional machinery. 

G. Investment of Besenro Fund. 

7. Declaration of an interim ilividend. 

8, Appoiutment of a Coiumittco of tho Board, 
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Miautes 

Tbc Swadeshi Company Ltd. 

MINUTES ol a mooUng of Directors held at tLo Ecgifitered Office of the 
Company on Friday the 22nd August 1947 at 12 noon. 

. Present ; Chairman 


, Legal Adviser 


81 Minutes of Previous 
Meeting 

83. BQsignation of Mr. \V 


83. Filling of Casun! ' 
Vacancy 


81. Boport of Tmnsfcr 
Committee 


85, Purchase of Additional 
Machinery 


8G. Invesliaert of Beservo 
Fund 


67. Declaration of Intorim ' 
Dividend 


Minutos of the Board moeting held on 

wore read and confirmed. 

It was resolved that tbo resignation dated......... 

of Mr. W, a director, be accepted with 

rogrot and tale effect from this date. Tho 
Board, however, takes this opportunity of record- 
ing its appreciation of bis services to the 
Company. 

Hosolred that Mr. X be appointed a director of 
the Cooipany In the place ol Mr. W (who has 
resignod) for the remainder of the period for 
which Mr, W was elected, vh; until the annual 
general meeting to be held in 1910. 

Tho Kepoi I of tho Standing Transfer Committee 
of tbo Board was considered. It showed that 
applications wore received for the transfer of ' 
250 ebaros from fifteen shareholders, all of which 
except one from Mr. B were accepted and the 
•ciTiTij/rtm. ’XxWb -^nvu iiub V« ‘u-sa, 

resolved that tho said Report be accepted. ^ 
it was resolved that the managing agenU’ 

proposal for the purchase of machinery at 

an approximate cost of Bs be approved 

and that thoy be anthoiised to place the noces. 
gary orders. 

BiJFoIvcd iliat a sum of Es. 1,00,000, representing 
tbo Bosorvo Fund of the Company bo invested 
in the 3 per cent. Victory Bonds 1057, and 
th.it the interast to bo received therefrom bo 
credited to the Observe Fund. 

Besohod that an interim dividend at tbo rate of 
Bs, 3 per share free of inconio.tax on 2,000 
Shares of tho Company bo declared on account 
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of 1947 and that it be payable to tboso share* 
holders nhose najses Etand ia the Company's 
Register of Members as on 22Qd August 1017. 
88. .\ppu!ntiueul of a Resolved that a Committee of the Bond, cousist. 

Committee mgofMe*'si8 (with Mr as the 

convener) bo appointed to examine thoroughly 
the proposal of starting a retail branch of the 
Company in the East Punjab, and to report to 
the Board before the cud of December noxt, 
Diiddends 

Dividends are the profits distributed to abaroholders, either on a percentage 
basis or at a fixed sum per abare on the issued capital of the company. Where 
shares aie not fully paid it is usual to pay dividends on the amounts paid up on 
such shares, and not on the nominal value, provided there is nothing contained in 
the articles to the contrary. 

Where thorn is a special class of shares carrying proforontial rights as to 
dividends, provisions defining such rights are sometimes contained in the 
memorandum but it is in the articles that the secretary will find the regulations 
relating to the disposal of (he profits of a company Usually, the directors are 
authorised (nbon the profits allon) to declare and pa> interim dividends, but the 
sanction of the company m general meeting has to be obtained before the final 
dividend for Ihv year is paid. In the latter case, regulation Oj of Table A, which 
is compulsoiy for all companies, provides that no dividend shall exceed the 
Amount recommended by (he directors. 

Again, regulation 97 of Table which is also compulsory, lays down that 
no dividends shall he paid otherwise than out of profits of the year or any other 
undistributed profits. No dividend can therefore be paid out of capital, except 
ID the special circumstances mentioned io section 107 which provides as 
follows 

Wheio shares are issued for raising money to be spent on the construction 
of works and no profits can bo earned for a long period, the company may pay 
interest on the capital so raised, though no profits are earned, if, 

(a) such payment is authorised by the company's articles , 
ff)' tho sancliou of (ho provincial govommont has been obtained , 

((•) tbo payoiont is niailo only for socli poriod os tho prov inuial govornmont 
may fix, but Ibis poriod shall not extend beyond tho IiaH-joar next 
after tho b.vlf.year daring which the works have been completed ; 

111 ) the rato does not exceed four per cent per annum , 

(e) the accounts of tho company show tho share capital on which and the 
rate at which interest has been so paid. 

Ibo object of these provisions is to mate some compensation to sliarplioldors 
(or the delay caused to the company m reaching a ravenuo-carning stage. 

20 



202 


BtJSlNESS Ofe&AKisATiOSi 


It will bo cloar from wbat has boon stated above that tho sectotary bas 
vory littlo to do with the actual declaration of dividends. His duties commence 
when declaiation has actually taken place, and are as follows : — 

Publication of Dividend. Where the shares of a company are to any 
extent hold by the public, it is usual to send a notice to the press regarding the 
dividends declared. Below is given a specimen notice regarding an iiilorho 
dividend : — 

The Simplex Mills Company, Ltd. 

NOTICE IS HEBEBY GIVEN that at a Meeting of the Board of Directois 
of the aho^e Company held this day, an .VD.INTEBIM DIVIDEND for the 
halLyear ended SOth September 1044, at the rata of Bupees Four per Fully-paid 
Share of Ks. 50 each (free of income tax) was docUred. 

The dividend will be made payable at the Chartered Bank of India, 
Australia and China, Bombay, on and after Monday, the 15th January 1945, to 
those Shareholders holding Fully-paid Shares of Rs. 50 each whose names stand 
on the Eogister on the lOtb December 1044, to whom Dividend Warrants will 
bo posted. 

Shareholders are requested to notify luiiuodiately any change of address to 
the undersigned. 

The Transfer Books of the Company will be closed from Friday the loth 
December 1‘JU to Fri*.U> the 2yib December 1944 both days inclusive. 

By Order of the Board. 

Forbes, Forbes Canspboll ti Co., Ltd., 

Forbes Building, Agents. 

Homo Street, Fort, 

Bombay, 28th November 1944. 

As regards dividends to be doclarod at general meetings, their omouut ami 
rate are given in the DirecioiV Boports circulated to sharohoUlurs, hut ioformation 
as to how they arc to bo p.iid is included in the notices of tho meetings. The 
following are a fow oxauiplus takoo from notices of ordinary general meetings 
appo.vring in tho press I 

1. As Dividend W.iipants aro sent only to rogistorod shareholders or to 
thoir inandatccs, sli.arcs on blank transfer should bo subniiltcd with completed 
transfer deeds for registration, before the Share Transfer Books are closed, 

2. Dividend Warrants for the half-year omieng 31st December 1943 will 
ho iMjslod to tho sliaicholdors af tboir rogisiored addresses on nnd after the SOlh 
March 1014. Intiuiution of any change in addrers thould be given to the 
Company immediately. 

0. He div^knd and Louts when declaicd willl o nicdo payable r.t the 
icgiEleicd office of tho Ccnjp..uy, on and after Thursday, tho 22td April 1913, 
between neon and 3 p. in, cn week days oiler than Sjluidnys, and between 
12 neen atd l.CO p, m. cn SutudajB loEbautch’vis wheto ccmcB stand on Ibo 
Iti'g'slcj cl McUibcis ou iLc Ist April 1913. 
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WItero dtvMoQds are being paid at tho same time on sliares of tllfferent 
classes, separate lists should be prepared for each class. 

PreparAllon of Dirldend Warrants. A dividend warrant Is a document 
ou the authority of which the shareholders of a company receive payment of 
the dividends to which they are entitled. In England dividend warr.ants are 
Invariably payable by tlie company’s banker because they contain an order (like 
a cheque) to that effect. In India this is not so. Here dividend warrants 
may be made payable directly by the company’s bank and in that case they 
will contain an order to the bank to Ibat effect, or tho company may issue 
cheques or make payment in any other way only on tho presentation of the 
dividend warrant at the company’s office. In each case the dividend warrant 
must contain an income-tax certificate as required by Income-Tax law. Below 
are given specimens of the two kinds dividend warrants : — 

1. Dividend warrant directly payable by bank. 

The Swadeshi Company Ltd. 

25, Civil Lines, 

No. 237 . Agra, lOtb March 1045. 

DIMDEND W.\EB.\NT for Rs. 25 (Rupees twentyfive only), being 
dividend at the rate of Rs, 5 per share, for the year 1944, without deduction of 
income-tax, on five onlinat^- shares in the Company standing in the name of 
air. X. payable at the Company's 'Bank. This dividend was declared at the 
Tenth Ordinary General Meeting of the Comp-vny held on Friday, the 2nd 
March 1945. 

We hereby certify that Income-tax on the entire profits and gains of the 
Company, of which this dividend forms a part, will be duly paid bj’ ns to the 
Government of India. 

Tho Swadeshi Co. Ltd. 


Managing Agents. 


(To be slgnerl by the claimant) 

Dividend Warrant Xo. 237 

I herahj certify that the dividend 3 l>ove.nieQtioned relates to shares which 
were my own property at the time when tho dividend was declared and were in 
possession ormyseU. 

Signature of cbimant. 

Dale 

CAUTION. The above certificate must bo carefully preserved, as it will 

bo required by the Income-Tax Officer when 5*00 claim refund of fncomo.t.ax on 
this dividend. 

......... Perforation . ,-r 
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A”ta. 

lOtli ^^alcIl 19^5. 

Dividoiid W.uniit Nn 237 

To ri.o n.mk. Ltd . 

Afjr... 

Pay to Mr X oi Oidoi tho sum of Riipocs lucnl^ri\o fmly. 

Rfi 2.7 . 

Jt.iQ 'giny A'joiife, 

Pajeo’s fiifjintuio . . 

A /L — T)>is draft mH>t he «ijjijed hy the payee and pre'efited /or pajmffit 
within two month'. 


2. Dividend warrant payable at the company’s offlce. 

The Swadeshi Company Ltd. 

So, Ciu'l Lines, 

No 237 Agra, lOth ^tn^cll 1945. 

DIVIDEND WARRANT for Rs 25 (Rupees tncntyCve onlj), be’ng 
dividend at tlio rate of Rs 5 pat aluio. foi the )o u iOll, nitliout deduction of 
ineoiiio.tax, on Cro oiilinary b!i.iios id the Comp.in> sUndinj in the name of 
Mr. X, payable nt the Registered OfCco of tho Company in Agra. This dhidend 
was declared at the Tenth OrJiDuy Geiiend Mooting of tho Company held od 
Friday, the 2ad March 1946. 

Wo beioby certify that iDcomc tax on the ontiio piofits and gains of the 
Company, of which this dividend forms a pait. witl be duly by us to tlia 
Goveinmentof Iiidi.i. 

Tho ftwadoslu Co. Ltd. 


M.inaging Agents. 


(To bo signnd by tho i.l\imant] 

Di\idond Warrant No 237 

I horeby certify that tho dividond above-mentioned relates to shares which 
were my own property at tho time when the dividond was declared and were in 
possess'on of myself. • 

Kignaturo of claimant. 

Dvto 

CAUTION. Tiio above ceiiilicato must bo carefully presorvod as it will 
be required by llio Income. T.is Officei when you clum rofimd of mcome.ta’c on 
this dividend. 

PorforatfoD 
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The Swadeshi Company Lid. 

DiviGend Warrant No. 237 

EECEIVED from tbo nboTO-named Company Rs. 2o/. (Rupees twentyfiye 
only,) being dividend on aharos apecifiod in Di\iilond Warrant No. 237 for the 
year 1944. 

Signature of Shareholder 

I^ato Witness 

This fonnal receipt is being returned duly signed for payment. Please pay 
the amount at my coat ?»y cheiuo, cash, mooay onler, or postal order. 

Sigiutnre of Shareholder 

Date 

Separate dividend warrants aro usually prepared in respect of dividend clue 
to a shareholder for the different classes of shares hold by him. But in tiie 
interest of paper economy during the war only one di\idend warrant is given for 
all dividenefs payable to a particular shareholder. Where a bant is acting as a 
mandatea for sa^-eral shareholders, ouly one dividend warrant may be sent to the 
bank in respect of the dividend doe to all such shareholders, but a separate 
Income.Taz certific^its must be furnished to each shareholder. 

Despatch of Dividend Warrants. Dividend warrants made payable 
directly by the company’s bank are sent to the sbarebolders either on an applies, 
tion being made by the shareboldeiB (or them or without any such application. 
But dividend warrants payable nt tbe company’s office are always lent to share, 
holders without asking. If a company’s articles so provide, it may always send 
dividend warrants by post without any application being made for them by 
shareholders. 

Payment of Dividend Warrants. Where dividends are payable at the 
banl^ a separate account should be opened at tbe bank for each dividend, the 
number of the dividend being used for purposes of identiffcation, thus, 'Dividend 
No. 34 Account'. Before the dividend warrants are despatched, a cheque for 
the total amount p.ayablQ should be drawn on tbe company’s general account and 
paid into the dividend account, and at tbe same time a cancelled specimen of the 
dividend warrant should ho sent to tbe bank. Information must also Le furnish, 
od as to the signatures which will appear on tbe warrants. The Dividend Pass 
Book should be obtained from the bank periodically for checking purposes. Tbe 
paid warrants should be marked off on tbe dividend lists, and a list made oi all 
unclaimed dividends. , 

.. Where any dividend warrants are pmd at the company’s office, otherwise 
than by cheques, a note of tho Same sbouW also be made on tbe dividend lists. 

Fillingr of Retom with I. T. O. Under section 19.A of the Indian Income. 

Tax Act 1922, the secretary must send to the Income-Tax Officer a return 
stating tbe names and addresses of company shareholders receiving dividend in 
excess of one rupee and also the names and addresses of those other sharelioldprs 
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wlib rocoho iliviilemls oxcooding Us. 5,000. Sopanito fuiuis roust be used for 
resident and non. resident sharuboldors. 

Increase of Share Capital 

The siiaro capital of a company maj bo incrensorl in two ways (a) Dy 
the (lirottors issuing tlio udiesuoiI elwros . nml (b) By Ibo company iiicioaBing 
its autlioriscd capital ami creating now Bliaros for tsaua. 

(n) Increase by DireeloTs. Section 105 C provides that, whore the 
directors decide to incioase Iho capital ol tha compans- bj’ the issue of further 
shares, such shares must ho ofTorod to ibo meinbors in pioportion to the eiistiD-’ 
sharos held by each member (nrespcctrto of class) and such offer shall ho made 
hy notice specifying the Dumber of shares to which the member is entitlad, and 

limiting a time within which Ibo offer, if not accepted, will be deemed to be 

declined •, and after liio expiration of such time or on receipt of on intimation 

fioru tlie uiombor to whom such notice is ghon that be declines to accept the 
shares offered, tbe directors may dispose ol the same in such manner as they 
thtuli, roost bonoCcinl to tlie company. It means that if the directors of a 
company decide to issue the unissuod shares, sneh shares must in the first 
iustance bo offered to the existing mombots pro rala. This is Inowo as the 
shaioholders' right of ino-oiiiptioi). 

Tl»o proceduro to bo adopted will bo us follows : — 

1. Consent of tiie Central Goacrument must be oblainnd for the issue of 
the existing unissued abates under the Capital Issues (CoDtinuanco of Control} 
All, 1017, if necessary 

2. The diioclui's will piss a icsohilioii ol the Board meeting offorin” tlie 
simros to the oxibtiiig meoibuis, and uuthon'so the iasuo of tho oecessary notice 
to bo sent to the ineuibers. such notice specif} iog the numboi of shares to wlu'clt 
the tuoiiibor is entitlad and also specifying tho dito befoiu wLich the offer may 
be accepted. 

3. Tbe Sliaie Bouhs of tho cotuiiany must lo closed foi soinu tiiiie by 
giring a public notice so that the nolitos lo luombors iiia} bu propaiod, 

4. IVhon a kltcr of acccphincc togelliei with the necossaiy money is 
leceivcd from a meiulcr tbo contract is coniploto, and no foiinal allotment is 
legall} necessary , but fn practiio a foinidl allotinont is mado by tho diiectois. 

0. Any shales not taten up by tho nicuiters will be disposed of by tbe 
directors at tho beet prices available for tbcni. 

5. A ictuin of aliutinont must bo filed with the Hegistrar. 

7 Share cctlificiilos in re«i>cct of tboeo shares must be prepared and sent 
tu tbe mcinbors, and tlie neccssaiy ontrlos nudo in the Begister of Members. 

(b) Increase by Shareholders. Woio tlio aiilhoriscJ share capital of a 
coropany is incrcasi-d undoi Ecclion 60 by Ibo creation of new shaies, it is not 
legally necessary that such new shaies sbonM Lo offaiecl pro rnffl to the existing 
roeiuhors, unless the aiticles oi the cempany m gcncial ii octing so pio^ide Ihot 
is to say , in the ai tcrcc of BP cspicts iioxlsion m the aiticles ox in the aLsento 
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of a resolution ol the company, tho oxislins sliarohoUors have no nglit o( pre- 
emption in regard to now shares created by increasing the authorised capital. 

Tho procodtfro to bo adopted will be as follows : — 

1 riret ol all. the directors will decide at tho Board moeting that tho 
authorised capital ot tho company should bo increased. 

o Consent ol tho Central Government -mnst bo obtained for the inenjaso 
ol authorised o,ipital under the Capital Issues (Continuance oi Contiol) Act. 
1917. il necessary. 

S Notices calling an oatraordmary gcnoial mooting ol tho company will 
ho sent to all mcmbois, accompanied by a circular explaining tho nood lor tho 

increase iho company tho nocossary losolution will 

ho passed ‘authorisiog the incieaso ot share capital. Action 60 rognircs only an 
ILry resolution lor tho purpose; but the art.olos may spool ly 0 . her oxtriu. 
"dtary or spoci-al resolution. The rasolution must speciiy the amount by which 
thrauLrised capital is to ho.incroased ; whether the cow shares are to bo ordu 
nrolsronco or dolorred; whether they are to bo ollorod in tho first mstanco 
riI.o‘'cxi»ting momhors cl tho company , and it so. on what terms. The blowing 
^ 'mnn coinnani resolution for incroasmg the autbonsod capital . 

‘““'rhaTtho Capital ot the Company be increased to Rs 39,00,000 by 11 , 0 
lation ol 60,000 new Ordinary Shares ot Ks. 10 each ranking tor 
Send and in all other lospods pnrijmrsi. with tho oxisHng Ordinary 
S arcs in tho Company p.ovidod that such shares shall not parlicpato in 

„ y dividend declared hotoro 30th Juno 1916, m respect ot profit, aocruod 
I to tho 31.t Deeomhor 1941., but shall participate m any dividend 

docl, . rod thoroattor pro rntn with the oxisling capital. 

That the said 60,000 new Ordinary Shares bo olTerod m tho fimt mstanco 

at a premium ot Its. 15 per share to the Ordinary Sharoholdors nt tho, 

Company in proportion, as nearly as may bo, to tho number ot Ordinary 

hares hold by them rospoctivoly, and such offer bo made by notice spocily 
■ a tho number ot shares to which tho moinbor is entitled and limiting a 
■Cmo within which the offer it not accepted will be deemed to he declined, 

and that tho Directors ho cmpowoiod to dispose cl the shares not taken 

response to such offer to such persons and upon such terms as they may 
dcom ovpodiont ill tho inlomsls ot tho Company. 

Vole -In tins tesolulion Ordinary bharol.o'ders alone 'and ool other cl.asaes 
of simeholdeis) are given llieu.ght of pre-emption in regard to the new ordinary 
shmes. II the articles do not give any right ot pre cmplion 10 existing sham- 
holders, not is any given by the company's resolution, the resolotmo conlams 

a clause like the following : — 

•'The Directors be aiilhctised to issue'the said shares to such persons to 

be paid up by such instalments or otherwise as the Direclots may think 
fit, without being boui.d to offer the same or any of them to the existing 
‘ members of the Company.” 
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t. A notico o{ tlio incroo^Bo o( capital muet bo gi>on to tlio RogiBlrar 
nithiD fifLoi3n (inys from tha data of tbo rosolotion, iiml tlio DocoBsaiy capitalj 
July paid. 

(i. Tlio Share Books oi tbo couipauy must bo closud for boiuu tiiiio by 
public advortimmont, so llmt tbo nocossary iioticos ba proparod for tbo membora. 

7. Ibo diruclors ^rilI pass a roaolutioQ at tbo mcotios olTuiin^ tlio 

now sb.trcB to tlio oxisting moinbara, and autliotiso Ibo Issuo ol tbo nocobeaiy 
nolicu to be sent to the inoiubers, aucli notice speufyin^ tbo nuinbor of aharos 
to wliibli tbo tnonibor is entitled and also spocHying tbo data boforo wbicli tbo 
olTor is to bo accoptod. 

S. ^N'ltoit u lotlor of accoptanco togotlier witii tiio nocosBary money la 
rocciM}d fiom a incuibor, tbo contract is couipleto, and no formal allotinont is 
legally nocoBsary ; but in practico a format ailotmont is also mado by tbo 
diicctors. 

U. Any sh.ircs not taken up by tbo moubors ^yill bo digposod of by 
tlm directors at tbo beat piiccs availablo for them. 

to. return of allotment must be Clod with tlio Rogisttar 
U. Sbaro cettificaUa in tospect of tbo new ebaros must bo propared and 
iont to tbo nembors, and tbo oecomry ontrios made in tbo Rogistor of Membors. 

Issue of Bonus Shares 

Bonus filiaroa aro ebaros issued by a company to its members oitbor fully 
or partly paid-up. out of accumulated profits in liou of a dividend or bonus In 
cash. In otbor words, instead of profits being paid sway in caBb tboy aro 
oipitalisod, retained in tbo businoss, and tbo monibors bouofit by an allotment 
of shares in8te.id of a piymont in citsli. Tbo objects of issuing bonus sharos 
may bo— 

(a) Tu bring tho lEsuod capital of .tl^e capital in consonance with its 
piusonl producing cap.icity, wliero tbo company is undercapitalised. 

r'fil To keep tlie future dtvideiulB of the company ^7itbia reaaonable limits, 
wbtiO its business and profits are steadily incroaiiing. 

Procedure. The following is tbo pioccduro to Lo adopted if a company 
wislies to capitalise its profits by the issue of bonus shares : — 

1. Sanction of tbo Ccntnil GoYOiDment under tbo capital issues (continu. 
unco of Control) Act, 1947, must bo obtainod for the issuo of bonus sbaros. 

2. There is no statutory authority for tbo capitalisation of profits by a 
liniitod company, and tbo sliaioholdors aro ontitlod to liavo ILoir dividends pvid 
m casli. lliorotoiu the acticlos of tlia couiiMny must autboritia tbo payiiiuiil of 
(lividuiul in specio, i o. by tbo Hllotiuont of fully or p.ully paid sbaros of tlio 
company. If tlioro is no aucb aulhoiity m tbo aiticlos, a spocial resolution nuisL 
lo passod by the cumpauy in oidor to alter tho aiticlos with a view to taking 
the necessary power. 

3. On tho rocommondation of directors, the company lu gonoral moctiiig 

27 
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would pass an ordinarj’ resolution declaring tfae bonus to be satisfied by tho 
allotment oC bonus shares. Tho resolution must bo carefully worded so as to 
specify — 

(a) the amount of tho Beserro to be capitalised , 

(b) that the distribution is a capital bonus ; 

(c) what class of shareholders is to benefit, and at rslut dale they must 

be registered ; 

(J) whether tho shares are to bo issued as fully or p.\rtly paid up ; 

(e) tho date from which shares are to ranh for dividend ; 

(f) the rate of distribution ; 

(ff) the method of dealing with fractions ; and 

(h) that the directors are authorised to execute and file an ogrecnienl as 
required by law. 

Below is given a specimen resolution dealing wjlh all these points * — 

“That it is desirable to capitalise a sum ot Rs. 7,50.000, being part of the 
undivided profits of the Cotopany, and that tho said sum of Rs. 7,50,000 bo 
capitalised and that this amount bo used as a capital bouus which shall he 
applied on behalf of the persons who are on the 20th day of Decerober 3044 
holders of the 15,000 issued ordinary shares of the Company of Rs. 100 each in 
payment In full for 7,500 additional ordinary shares of Rs. lOO each and that 
such 7.500 additional ordinary shares CTe<li(ed as fully paid, which eball not 
confer the right to share in any dividend declared in res]>ect of the half.ye.ir of 
the Company, ending on the doth day of September 1D44, but othorwiso shall 
ranh for dividend and in all other rospocts^rl nitb tho issued onlln.' 

ary shares of the Company, shall be accordingly allotleJ to such persona respec. 
lively in tho propoition of one of such 7,600 atWUional ordinary shares for twu 
of tho said 16,000 issued ordinary'sbares held on the said 20th day of December 
1941 by such persons respectively, ami that tho additional ordinary shares eo 
distributed shall ho treated for all purposes as an Increase of tho nominal amount 
of tho capital of the Company bold by each sharoholdor and not ns ineoaio." 

“That pursuant to the above resolution and in satisfaction of tho s.iid 
spedal capital bonus tho Directors bo hereby directed to allot end distribute 
7,500 additional ordinary shares credited as fully paid omongst tho persons who 
are on the 20th day of December 1944 holders of tho issued ordinary shares of 
the Company in proportion to the issued ordinary shares held by them 
respectively with full power to the Directors to make such provision by the 
issuo of fractional certificates or otherwise as they think expedient in the tsiso 
of fractions. 

“Tliat the draft of the Agreement prov'diug for tho allotment of tho sail] 
additional shares in satisfaction of the said capital Lumis submitfwl to this 
Meeting and signed in the margin by the Chainnan thereof by way of identifies, 
lion bo approved and that the Diroctore bo autboriswl to affix Ibo Seal of Ibo 
Company to duplicate cngr&ssu>CDtsof seeb Agreemout as and when tho earner Shall 
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ha\o lc")D 8’^iio<l Pii liyhilf of the meailuns lioldin-^ ouianrx slriros in tiio 
Ci'iupiny un t!.o 2 O 1 I 1 (1 ly ..f 1 X*c"i»Ihii 1‘M4 by fcuisd porscin to Lo apppintad 
by Uii» DIicv.tyi-s in llnl lolivlf • 

4 . Tbe tliroctoi^ will noui’iiato n shareholder to be a trustoo (or ull 
shari-holtler'i, ami then oseciite ai» asreoineot botwoon tho Ccinp.iuy ami the 
sharobol.loi-s' tru«teo thoioby conKtitnting a right of tho sharoholders to the 
bonus bimrfs. 

5. Tho ilircctors will make the allotment. pro\ido for tho adjustment of 
Fractiotul jw-rts of shares, authouai the issue of allotmont letters ami ehuo 
cojtificitos. Inthociseof frtotious of sinies, it is iisutl.to tssiio fraction-*! 
cortiCcates {01 sli.iro cnipoiisl, wlttt-li must lia prcsontml to tbo comp.iny on or 
bofoie a cori.iiu date for Ininig evkhuoged into a full sb ire. 

r>. leturn of allutmoiit tiigolber with a copy of tlio contract showing 
tliQ title of llio allotlees to tlie Uuius stiaios must be filed with tho Registrar, and 
the nocessary ontiies m>de in the Coiiifuuy's Looks. 

T. 11 tbe wmjnny Ins the xrholo of its authoiisod capital, its 

nutlinrisod capital nn.«t be iueroasi’d in ncconlanco with tho provisions of section 
iiO, before it can is^ue any bonus shares. 

Reorganisation 

^imotiiTU'S coinpinles, erou if tbes are earuing piofits, find themselves 
unable top.>y dividonds on shiro capital or even to moot tlieir ohligatfons to 
ciiulitnrs without some sltorarion of iLcir k ipital slnicturc lliib state of affairs 
■’s bionght about lu soterol wtt>8. llic vomp.rny nia> be orercnpitalisod, In 
tho couise of its o\orcapitabs4fon it may hi\o incurred heary debts on which 
interest is duo. wliothoi jmvfits sufC^-e or not. The company m.\y then, in oiilor 
to stnve off creditors by contmiiiog to pay their interest, deplete its cash 
losoiirces to such an evtont that its trading is hampered nod it Ins to botrow 
more money to continue its business. Many companto*, hoping for .a turn in 
their foitunos, have becoino deeply involved finrocially la this way until somo 
inte tested paitios, such ns its debcntnro.liolder3. call a hilt and insist on remedial 
iiieasuros. 

On the other liniid a company roay bo able to pay the interest on its 
debentures and otliei 'oins »nd havo profits lemaining, but bo unable to paj 
dividends because its share c.vp’i\a>, through Aepioc'iat'ion ol hs assets, is not 
intjct, and should therefore be made good by the leserv vtion, instead of the 
distribution, of profits. 

in such chcumstaiices as these a reorganis-ition is the ttstml course adopted. 
Tlic essential pvinelple of a scheme of ieorgani5.ition is that somo, if not all, of 
tlte classes of Blmroiioldois and cievhtors mako boiiio saciifico for the common 
good. U each class stood out for its exact lights, every class would suffer. It 
is not an easy mattei to foiniulato a satiefactoiy scheme of iBorgunisation. There 
is generally much bargaining in which the powers of the various classes of 
creditois and ehaiehoMprs to upset the company have to be taken into account. 
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^Yhon tho ilobcnturo-holdere’ intere^lR are in jeopartly, they usually have 
power to obtain tlio appointmant.of a receiver, who takes over tlio assets and 
runs tho business on bohalt ol the debenture holders. Ho may have power 
actually to sell tho assets, but without liiiuidatiag tljo company. Tho dobonture- 
holdors, however, may bo persuaded that this course is detrimental to thoir 
interests ; that tho appointment o( a re^jivor would so damage the prestige oi 
tho company that tho assets would produce much less than tlio amount of tho 
dobentme.holdors' claims , and that, therefore, a scheme of reorganisation, winch 
would involve some sacriGco, possibly temporary, on the part of the debenture- 
holders, but which would at the same lime enable tho business to bo continued, 
would eventually prove to their advantage. 

Preference sharoholdors, who may not have received their dividend for a 
number of years and who, if their dividend is cumulative, may bo ontilleil to 
past arroai-s, may bo tnclinod to suggest liquidation, under wJiich, according to 
the terms of issue, they may bo ontitfod to bo paid off at par with aJI an-oars of 
dividend before the ordinary shareholders c.m got a single pio. But they will 
be told that a forced sale in a liquidation would, after providing for debentures 
and creditors, loavo little or nothing for thorn. They are, thereforo often porsusdod 
to consent to a rcoi’ganisation involving probably not only a cancellation or 
funding of thoir arrears but also perhaps a reduction of their capital. In such 
a scheme, it is only fair that they should also bo given a furthev share in future 
profits eithor by participating rights or by a free allotment of ordinary 
shares. 

Frequently a reorganisation scheme is designed to provide new cash capital. 
If there arc debentures already in existence this may mean the creation of prior 
debentures, the holders of tho existing debentures agreeing to allow « new charge 
to be put before any charge they may have on the assets. 

Boorgneisation is the. process of tearing down the old financial structure 
and using the materials in a new and stronger structure. In its proper sense, 
it is not merely a series of compromises and forced sacrifices imposed upon share- 
holders and debenturo.holders. It is a rearrangement of tho company’s lidbilities. 

If it is worked out on ideal lines, the reorganisation may bo described as a uew 
financial plan tchich replaces the oid plan that has proved faulty. 

‘ Every scheme of reorganisation has one or more of the following objects : — 
(a) To simplify tho capital structure with a view to raising further capital ; (A) 
To reduce fixed charges ; (e) To eliminate past losses ; (d) To pay or to fund 
pressing obligations ; {e) To tako care of accumnlated preference dividends, 

A rt'organisatlon scheme should he adopted only \chen the company is 
out of the icoods, that is to say, ichen it has started vwling profit and its 
operating losse.s have ceAsed. 

Legal Procedure. Any scheme of reorganisation involving an arrange- 
mont between the company, its members and/or its creditors can be put througli 
under the very comprehensive section JfiS, Tho scheme may involve a reorfjnnisa/ 
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iion of its C3i)It'tI strucluru or a cocupiooitsd witls its crcdilms Ilia outline 
proocdiirtj uuOor this section is us follons > 

1. On tho uiiplicntiou of uoy company, menjbor, cre<litor ot Iiquiilator, 
the court orJors llio LoMtog of class meot/ngs, os there nuj he vaiious classes 
of sharofiolilurs anil croilitors atTuctoJ. 'Llto proc&Iuro far tho meetings ia also 
laid down in tlio court's ortlor , otbormae tho procedure of Iho articles is to he 
Ofloptod. 

2. If, at the separ.ito doss mootings, the eefaomo is approved hy a znai'ority 
in number representing thrce.foorth in vatuo of the momboi'S or creditors voting 
in person or by pru\y, it becomes binding on all fnambeis nnd cicditnrs after it 
bsR I cun duly sanctioned by the court and a cop) of tho court's onicr baa* 1 een 
fileii with the Registrar. 

d. .\n uppeai bca agiinst tho court's onler. 

If tho roorgani&ition sultcroa iiiTohes a rcdoclion of capitil undoi section 
or sn Dltorjtioo of cjpiUI under soclion >00. as it uauaiiy does in many caaea, 
it will he noccss.ir>' to obaens the provisions of those sections before tho sclienio 
can ho sanctioned by the court. 

The reduction of capital becomes oecossiry undor section 55, (t) when lost 
capital is to be written olT in order to adjust the asset figures to values comtnon. 
siimte with their earning power with a view to the resumption of div idends and 
if necessary, tho raising of fresh capital , and (ii) when superfluous capital is 
refunded to shareholders. If a company's aitlcles ponnit tlie reduction o( capital, 
it must first pa«s a special rosolut/oo and then apply to the court by petition 
lor the coofirm.dicin of tho resolution. When tbe court xoalos the onler and 
confirms tbe petition, the ordor must bo advertised, and the court may order the 
words ‘and reduced' to be added to tbe 0.0010 of tbe company for a short period, 
if tiiero are auy special reasons for doing so. 

L'nder section 50, a company may alter its sharo capital by increase, by 
consolidation of its shares and division thereof into shares of larger amount, by 
conversion of its shares into stock or vice voisa. by cancellation of unissued 
eb. res or by subdivision of its shares. Any of these things can be done simply 
by passing an ordinary rosolnlion of tbe company, provided the articles contain 
tbe necessary authority. Tbe articles may, however, pvosoribe an estraordinary 
01 special resolution in place of tho ordinary. When tbe capital is altered, 
nocossiry information must be sent to the Eegietcai, and in the case of inaeaee 
of capital, additional duty, ff any, paid. 

K- B . — A Cempany's memorandum or articles of association may 
aulhonse the variation of rights attaclied to any class of shares in the company* 
subject to (he consent of any specified proportion of the holders of tbe issued 
«hares of that class or subject to the saoction ol a resolution passed at a sejiarate 
meeting of the holders of those shares. Such a variation of rights is not 
necessarily part ol scheme of reorganisanon. It may be, for lustance, to get 
rid of an inconvenient provdslon that prevents a company from raising fresh 
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capital. Whatever the cause may be, even if the necessary consent has been 
given in accordance with the company's memorandum or article^, the share. 
hfilders who dissent from the variation have special rights of appeal under 
section 66.A' Holders of not less than 10 per cent of the issued shares of the 
class affected may apply to the court within fourteen days to have the variation 
cancelled. The court may, after hearing the case, either disallow or confirm the 
variation. 

Reconstruction 

The term 'Eeconstructiou' in relation to companies strictly refers to the 
sale of the business of an existing company to another company which may he 
ahoady in existence or which may bo formed for the purpose. The vendor 
company either goes info voluntary liquidation or is dissoUed by the court. 
Huch a reconstruction is resorted to (i) in the case of an misuccessful company, 
for writing off lost capital and for raising additional capital by exchanging fullv. 
p.iiil shares for pwtly paid shai-es, and (ii) m .any other case, for obtaining new 
powers, for altering the registered office of the company or for purposes of 
nmnlgnroation. Reconstruction may bo brought about in the following ways;— ■ 

1. Under the ^feTn<>raml^lm. When the memorandum confers the 
necessary powers, the directors may sell the company's business and undertaking 
(with the consent of the company in general meeCing in the case of a pnblio 

, company or of a subsidiary company of a public company, as required by section 
80.11], but the company must continue Us sopamte existence either as a holding 
company with the shares in the transferee company as its principal asset, or if 
the Lusiness is sold for cash, by investiog the proceeds in the purchase of new 
jissets. If it is intended to distribute the sale proceeds amongst the sbaroholders 
and wind up the company, tho reconstruction mast be'done under section 20S-C. 

Any scheme by which a company sells its undertaking under a power to 
do BO contained in its memorandum, and prov/dos for tho distribution among its 
members of the shares or other consideration to be recscUed from the purchasing 
company, is void unless it makes provision for the rights of dissentient share, 
holders. 

2. Under section 208'C. A sale under this section ■becomes necessary 
wlien a company needs more capital and cannot get it wi.hout putting some 
pressure on the existing shareholders. To do this a new company is formed, and 
the old company, through its liquidator, sells its undertaking to the new com. 
pany in such a way that each shareliolder in the old company is entitled fo 
one or more shares in the new. But whereas the shares in the old company 
wore fully paid, those in the now company are only partly paid, so that each 
shareholder must either undertake a fresh liability for calls or give up bis shares. 
This section, howo^er, provides an amplo safoguanl for the rights of shai-eholders 
who dissent from tbo scheme provldoil they notify their dissent in the proper 
way. 

Note . — kinder this section, tho Rale' of the undertaking of a company in 
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irr]uiil.ilt(;D nay aUo Lo tu JOvtlier existioj; tx'iiipaav aivl llie consideration 
ni.»y io salisfittd l>j- fullj pjiJ iham. This will le the case wUerc a cempaBy 
is l-eiag reconstruclwl (or tiie purpow o( amaI^iiu.ition. 

Tlie legal proco>I»ir« ueJur tbe section is as {ollows . — 

11 a corojanj is Loin^ or la j>iojW5«l to Lc woudiI up allc^oilier TuiuutjnJy, 
anil Its property is propctetl to le tninsferre'l or soM to another company (cewlj. 
loruioil or on existing one), the li'itiidator of the first company may, 

^anrllofi nf a r**nUitifyn, rpr*‘iT*» in cn/njvnyation shares, etc., in the 

oilier cotnp.iny to iJistrihulo among Iho roeniLers of the first company. This 
w'U Lo liinding on all the wicmlcre o( ih.e firs', company. But, if any mcmLer 
who liaa not Suted fur t!ie 8i«ual te->olutioo expresses his dissent in writing, 
ajiltcssoil to tlio li'iuivi.aoT ami Mt at tfie registereil office of the company within 
tetca day* after the jus'^ing of iho resolution, ha may require the liquidator 
either to aUtain from carrying the resolution Into effect or to purchase his 
interest at a pric« to ho deterroiocd by agreement or in default by arbitration. 

Under section SOU-F, tiie piucwluio outlined abo>e alo applies to n cieditors’ 
'olunlary winding up with the only differenco lhai instead of a special resolution 
of the coaspany (lie 6cbcn.e mure be sanctioned by the court or by (Lo cotsniiUee 
of inapactioa. 

3. Cn'Urttcdon I'j'i a«'t lo-S‘A. A recoostruefion or loalgaajation 
can uUo lo carrieil out as a tclieme of arracg-itoent under section 163, but in 
sucii a case, the court nu) require the rights of dissentient shaieholJers to lu 
proporf) pryiocto'i in the siiud wa> as mwlcr section 20S-G. When a reconstruc. 
tioD or amalg.u<atiuD is carried out under !>cetiun tS3, tlie court may, under 
section 163..\, nuke on uidei cesting tbo propo.ty of the vendor company in the 
purchasing Ckioipany, anil prodding for the appiuprtation to the members of the 
reudor company of share?, etc.. lu tbo purcLasmg companj, and providing for tbe 
dissolution of tbe vendor coinpcsy without winding up. 

AVa. — The term reconstruction i» al«o very often used for v/hat are reaJJy 
reorganisation sebentes as already evpiamed abo' c. • 

AiB&Igamation 

An amalganntion end acquisition of tontrolL-ug intereaU of two or itore 
companies is carried out with the objeci of eliminating destruetive coznpat/fjoa 
and effecting economies in prednetion, ami of enUrging tho scope of their activit/ca 
The amalgamation may lu carrieil out as follows : — 

1 . Under section lb), IS'J.-V and S08.C as already explainod above, the 
bus'tiois of one company may be lfa09ferrc>) to suotbor company, and tho vendor 
couipaiiy by being wound up cr by being dissolved by the court disappears. 

2. One compioy may pufebaso in tbe open market a snfficicot number of 
shares of another company in order to give it a coatrolling interest in (hat com. 
pany. Such a method is obvionsly not very practicable, as tho price of fLo 
ebares may rise to prohiLItivo heights. 

3. Section 153-It makes promion for iLo luiiafgiraatioB of compaoits under 
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a schonie wJifclt docs not even retiutre the passing oi any resolution at ineotingB, 
and which may neyortholoss ho hinding on dissenting sharohoUors. Thus, il 
tLs \ Company, after consultation with tho directors of tho B Company, malics 
an offer to any class of sliareholdors of the B Company to buy their sliarcs either 
for cash or for sharos, and within four months the holders of tlio nine-tenths of 
the shares accept tho offer, then tho A Company may at any time within two 
months after tho expiration of the proscribed four inontbs give notice to any 
dissenting shareholcloi-a of the B Company that it desires to ac<juiro their sharos 
on the Esmo terms as tho original offer. 

Unless on an application by the dissenting shareholders the court thinks 
Ct to order othcrw’iso, tho A Company is entitled to actiuire tho shares. The 
matter is settled through the B Company. That is to say, the A Company hands 
.over the consideration to the B Company, which thereupon has.to register the 
A Company as tho holder of the shares. The B Company has to account to the 
dissenting sharoholdois for tl o consideration it has received. 

Test Questions 

1, What qudlificalious should the socrolaxy of a joint slock company 
possess in order to perform lits duties efficiently ? (Agra U, Com. 1948). 

. 2. What are genorally tho duties of the secretary of a joint stock 

public company ? (Agra D. Com. 1942). 

3. Deecribo in detail the l.tw and practice regarding the forfeiture of 
shares and tho reissue of forfeited sharos. (Agra M. Com. 1948). 

i. Define a ‘Share Certificate.* When must such certificates be issued 
to alloltoos and tr-ins/erees, and what is the remedy of a shareholder whoso 
coilificato line hoou lost or destroyed ? (Agra B, Com. 1948). 

C. What precautions should a company Eccrelavy tuko bofoie issuing u 
duplicate shaia certificate in place of the one lost by a shareholder 7 

(Agra M. Com. 1947). 

G. In what ways can a joint stock company borrow money? What 
sc'cuiity can il offer* (Bombay B. Com. IViO). 

7. Dcsciibc biiclly tho Eocietariul practico relating to tho liansfcr of a 

company's shaics, end draft the notices that have to bo issued to transferors 
finil/or transferees. (Agra M. Com. 1940). 

8. Distinguish between transfer nnd IransmlBsion of shares. What 

ptcceduro is followed in each case 7 (Agra -If. Com. IQH). 

y. What ttdtutory hooks nnd rccoids aro required to ho kept by n 
coiiipiuy under Ibo Indian Companies Act 7 (Agra Jf. Com. 1947). 

10. SuuiinaiiEo briefly the proiiaions of Ibo Indian Companies Act 

relating to a company's Eegistor of Mouibols. (Agra M. 1910). 

11. ^Ybat is an annual return ? Wbal arc its contents 7 

(Agra Jf. Com. lOlS). 

12. W’hat arc the rigbls of tho shareholders of a public limited company ^ 
regarding the insiHJction of and tho obtaining of copios of (fi) tbo account bools 



COAiPANY SEOBBTABIAL WOBK 217 

o( Iho coiiiiiuuy, (?») Uwj minuto book ol gonoral mootinj;?. auJ (c) Uio minulo 
book o( \.li\octov8’ nioelings 7 DocpS tbo xight to inspect also entitle slfaroboldors 
to t^ko copies tbomsohea or Ibrougb llieir agents ? (Agra B. Com. IDiS). 

13. \\ hat «lo ) ou nniloreland by a special losolulion ? How is such a 
resolution passe*! by a company ? Draw np one supplying imaginaiy ilctails, 

(Agra M. Com 1947). 

M. Within nliat k'tnio is a statutory meeting loquiiocl to he held 7 Is 
Ihoru imy dittcionco in log.inl to this mooting foi u ptivnto or ii public company 7 
Draw up iin agenda for >i sUlutoiy nicoting. (Agra IS. Com. 1946). 

ID. Wh.it hiisiuuES m usually trausiclod iil Ihg statutorj mcotiiig of a 
public cuiiip.iny 1 Draft apociinou mmulcs uf sucli a uioetiug. 

(Agra B. Com. 1916). 

IG W'lmt is the legal provision for the holding of the ordinary general 
mcoling ul a caiiip.iuy ? What business is transacted at such meetings 7 What 
arc the duties of the soorotury in this connection ? (Agra M. Com. 1948), 

17. Draft a slictt Directors* Report of a lioiilod company us roiiuirod by 
fucllou 131. A of the Indim Companies Actol iyi3. (Agra B- Com. 1945). 

18. MeotioQ the nature of business that can bo \alidly tiunsactoJ at the 
statutoiy, ordinary and eitraocilmary general oioctiogs of u limited company, 
and draft a notice (for insortion in a nowspapei) callieg a general meeting of a 
company which has a number of foreign ebatebolders. some of whom ba>e no 
legistored address In British India and bare not supplied to the company an 
address witbin British India for the giving of notices to them. 

(Agra B. Com. 1944). 

19. Draft notices for the following company meetings, giving the number 
of cloar days' notice tequhed in each case ’.-~(a) Statutory ATeeting, (b) ileetiog 
to alter the articles of association, and (r) Uootiog to reduce tbe sbaro capital. 

(Agra B. Com. 1948). 

20 Wbut IS the proceduio to bo follorrod at an annual general meeting of 
a juiiit stock company 7 Describe the duties of tbe secretary in connection with 
the mooting. (Bombag B. Com. 1342). 

21. Draft imaginaiy minutes of the annual general meeting of a limited 

company. (AlUl. B. Com. 1940). 

22. Distinguish between statutory meeting, annual general meeting .ind 
estraordin iry mootiug of tbe eliarobolders of a company. (AUd. B. Com. 1937). 

23. Write («) a notice calling an extraordinary general meeting of a 
company for the purpose of altoiing its articles of ussooiation, if the meeting is to 
bo hold imuioUiatoly after the ordinary geuerul meeting convened on the saino 
d.ito, and (b) a circular to slmioboldois explaining tho loason for sucii alteration. 

(Agra M. Com 1945), 

24. Outline tlio genera! rules of procedure at companj meetings in relation 

to resolutions, umondinents and voting. (Agra M. Com. 1945). 
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-2o. Draft in proper iorm tlie minutes of an annual gcnurai meeting of a 
limitccJ company, at which, in addition to the ordinary’ business, bo'iio special 
business has also been transacted. ' {Agra B. Com. 19-io). 

26. Wbat is meant by tbe closure and the previous question ? 

(Agra B. Com. J043J. 

27. Draft an agenda of a meeting of the Board of Directors of a public 

company of about five items, and then proceed to write minutes on tbo same in 
proper form. (Agra B. Com. J047). 

28. Wbt t are the duties of a CMnpany secretary in connection with ibe 

meetings of its directors 7 (Agra M. Com. 494GJ. 

29. Draw up the agenda and write out tbe minutes of the meeting of 

directors of a sugar mill company convened to consider and pass the annual 
accounts of the company. (Agra M. Com. 1947). 

30. Draw up imaginary minutes in regard to the following four items 
considered and decided by the Board of Directors of a public limited company • — 

(a) Election of sis members and a cou\'eoer of a sub. committee appointed 

to reorganise the capital of the company ; 

(b) Proposed alteration in tbe articles of association relating to tbo 

appointment of managing agents in place of tbe managing director ; 

(c) Appointment of auditors to fill a casual vecrtDcy ; 

(d) Authorising tbe Chairman to raise a loan of Hs. 10,00.000 against tbo 

security of uncalled capital and tbe block account of the company at 

4i% per annum interest and repayable in instalments of Rs. 2,00,000 

* each year with interest. (Agra B. Com. I946h 

31. Describe briefly the secretarial practice relating to the payment of 

dividends by a comp.any, and draft tbo form of a dividend warrant with income, 
tas certificate attached thereto. ' (Agra M. Coni. 1943). 

32. What is tbe procedure to bo adopted if a company wishes either 

(a) to increase its authorised capital or (b) to capitalise its profits? Draft a 
complete resolution for the purpose. (Agra M. Com. 1943). 

S3. What is a scheme of arrangement under sectiou 163 of tbe ludiau 
Companies Act of 1913 7 Explain tbe scope of this section and outlico the 
procedure. (Agra M. Com. 1943). 

34. Describe briefly thfl naturo of n roconstructiou scheme under Ee>;tion 

209.C of the Indian Companies Act. (Agra 31. Com, 1915). 

35. Companies are said to be logal entities having a perpetual succession 

and a common seaL They alto change form by moans of 'toorganisalion', 
'recoDstroction’ or 'amalgamation'. Briefly illustrate what you understand by 
these terms. (Agra B. Com. 1947). 

36. How and under what circumstancea can a company reduce its share 

’ (A<jra il. Com. mV. 
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Retail Trade 

The n-onl rcta 1 ^ PrcDth word with the p-^Hi re and the re-h » 7r 

p.ni„. .0 0.. Ev,de.,.v JE,, c,„ ol 

,,„p So .e „o.„w OOI „ n, 

.y wh-sl, the o„ soppl rf „'sl sosoU qooosfs.V. „, 

th« list I, ok , g,3„„o ohiio o, ,p„p,ting. A set.iler is in 

b^w^so ,l,e „b„,e,oles^„d Ihp oltioi.t, »>PS«n..r._np^ 
rfoteifer sod sella .p.oillqojil.tvs So coo, oo,-™. B. needs sosUer 
than s ssholeoler. Eels,] tode is ^rried oi nsilpie „„ . 
credit Ely be sHcri to rejnlir and ipproced cnstomere. A retallar hi, nsnilly 

to carry 1 largo TirietyolEOods to his Stoci. and there is Elle specaisitio,, to 

h.s tEde. Vs a retailer has to appetl to a rrider circle o( the pablic an atlnetlT, 
shop (rent, seed sbcrr-ccsr;,. oipe-t salesnratrsl ;p stritable edrertistre end a 
central pooilion in tie market are es.enfaHot h-s sceeess. A creation otiocil 
repntation mill pay h'ni concMarablp. Ibe principal (nnetions ol the retaHe- 
are 81 aniler : — 


c, 2 L S5-!!«lf_Sbe con.ii.-er in .particnlar .and Ibe cornmnnlty in jeiteril 

ne prorents maste by .apply ot goods at tbe right ttoo and in eonrenioni 
ciuantitios. Be tries to Btlsly his enaSomera to every prssible rray, and his 
evindorv-dressing, shoiviocms and sc'entiEc advertising are edccalire to the public. 

n. keeps e largo virleti ol goods manntactcred by different concents, evith a’ 

r.«w to giTinj Ids costooere a good scop-* for chjice an I ssUct'oa. 

1 n,) Be studies the taste, likes and disLUies ot the censninera, and lhrnni.h 

the wholesaler he commun cates to tbe mincfacturer tbe results ol b's study 

A retail shop maj I e i" the nature ol a general store, or it may specialise . 
more or less to one t; p. of con-modit,. Iho village shops and the small shops 
that are lonnd to the side streets to worUng class quarters of largo towns arc 

typ.cal eaimple. of tbe 6rst tvpe. Orocery. hardware, elothicg and lewellory 
shops and boohstalts fall under the Eecond category. SpeciaLsaticn depends 
upon the estent of the market and the degree of competition. Ihe work of the 
retail shop les in the purchase and lalo of gooda so as to j ield ji profit to the 
proprietor. In order to achieve this object, a place most be pror 'tied where the 

gootls can be dsplaved for the inspection of the pubUo and sold ; provision must 
be made for the storage ot reserve supplies of goods, and finally the records of 
the business must le properlj kept so that the p.wpre^or hiay be able to as. 
certiin the result of his trading. Hence a retail business requires a shop, a 
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vfavc-liousc and an otfjco. The SJnallor tli© coBcern, tbo more will t)io ksfc txvn 
toD(l to (Ihappear, so that in a majority of cases only a shop is all that h ononyh. 

A persoo, wishing to start a retail bosiooss, must carofuily consider a 
number of factors before ho decides to do so. First of all, ho should decide upon 
the location of tho shop. As a gcnoral rulo, tbo busiest spot in the heart of a 
town or city is mos^ suitable. Not infrOfjucntly it is scon in large towns that a 
particular locality often tencls to aeqaire a reputation for a certain class ol trade. 
After fioloclion of a suitable site tho eitornal appoaranco of tho shop must raceho 
proper attontion. Tho signboard must be placed over tho front of tho shop and 
must be in harmony with the oxlcmal decorations, if any. Dlumin.ation at night 
will be an additional advantage. 

Window-dressing is another important factor which should not ho neglected. 
In the modern competitive .ago it is iodisponsable. It calls for artistic taste and 
a proiMr appreciation of boanty. The articles displayed in the wi ndow shn^uld 
bear a price card, for price is a delonnmiog factor, specially in India, with quits 
90% of onlookers. Equal care must bo bestowed on the interior decorations b» 
well. The window-dressing may be of little avail unless the interior of tho shop 
is equally good. This will require sufficient accommodation. In the interior of the 
shop arrangement should he made for tho convenience and comforts of customers. 

The sti'ongtli of the office will dcp<’nd upon tho si^o and a*tu»e of tho 
business, A sliop which allows credit to its cuslomej's will of necessity ent-ail 
more clerical work than one which transacts only c-o-sh business It is ahsolutclj’ 
ossontkl lhal z proper rooonl should bo rnodo oloiorj- Irausach'or-oash^r orOrlil 
—so that complolo control nju) bo ojorciscJ over the sales. lo tho majority o( 
casos this control is oiordscd by llio uso of doplic,alo counter books. At tbo cod 
of the day the cash in band must !« ciual to the tolnl ni tho duplicate cash 
memos and tho opening balance, it any. Tic shop assistant mmt conauit tho 
office while granting credit lo the enstomote eioopl, ol course, in the case of 
molUmown oiistomors. The posting of croilit memos is made to the debit of 
customers’ accounts. (^Yith regard to purchases of goods, every invoice received 
must be fully checked before it is onlerod in the purchases book, and all pay. 
moots must bo promptly maile^ 

Tho management of tho warehouse neo'la fipocial attention, fioods must he 
arranged in sucli a way its to eosiire economy of sp-ico and time and prevent 
pilfciugo. A proper stod. hook roust he maintained. As soon as a shop is 
secured and tho necessary initial stock purchased, tho proprietor ninst find out 
ways and mean? of increasiog his sales, Tbo trader, in his own iutorost as well 
as in that of Ins fMifitnmorg . should ecnipulously.avQid ^thp principlqj)^ -buying .Jn 
tlio clieapost and selling in the dewest marLof,^ ’Sraail^jiroCla and quick turn. 
ov^~^rouifr be’ liTs' mbfto.' hyAvliich be will got bis turnover at proportlonaloly 
lower cost in ospenses, keep bis stock always now and fresh, and he will pood 
n amallor^amount of capital, Compantivoly ctioapor price Jg a nngngtic Jnree. 
and enstotuors naturally cluster arouod it to satisfy thoir deman'l?. 
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hom. Tho .ntc.naJ c<i».pDicut of Ibo shop should be in JIne «ith the uln.lnv. 
ilifplay. lljo gorsils slunihl Le Boutian<wl that ciorv irtir-tn 
result in economy of spice aud Die<;nnt « °i * 

n rr, , , ^ appoirance to the eje. 

.. Tho domnn.l ot cnstomore slionlil l,e arouseil I5 „e.„s 

,„.y |„ ,1.0 b.ckl»„. ot llo suaec, „f „ mJkLo Th. t T 

a..ap..U«.,en.e,. „,.b O.a.H.'p „,.b 7, -.i"- “n: 

.sa,.(anlasl,o,.ldlo„.,t,„el<,U„l,. a|„.,sa,„|,„, 

llie custon'crs. 

3. Cls.ra«co .me, ,ro usiully org.n,,,,! at ll.o ,„d »I a 

are inlouded lo d,a.v c«,lon,an ,n la.co n.ip.bo,,. It paj, . ,l,„pl.ap«r to 
.all two Qititles at tlio redaoed piico linn to .ell one at tbo lopulir iiilco 
Obpoloto and aliop-soilctl -ooila must la) cloarod at rodocod prices. 

Priciop. Tbo sioalorlbe sale, other linns, hoin. cdnal. Ibe larger the 
proEt, Ibero ie alwej, an rnroreo coriolallou between Iho piico and Iho 
turnotoi I, OP plica I, an inducemont foi a wonid.be pnicLa.ei to purchaoo 
Prices in the lolarl trade Ihoroforo malorially altoct sales. Tbo lollowln. tactoip 
nsuftlly determine the fixing of pritex in retail trade. 

1. The prime laetor is Iho oost ol the goorls ilsoll. and unices Iho cost is 
lecoteredthoocncornlslcnniUo oomo to griol. If, licwoier, l),o niar.ln „1 
p,oCti.iow.,cdhecavisolli.p,ioosl..,obeo„to,oo,llobo r.dccod, Iho ,„„edv 

would lie iu the curtiiilment of expeoRcs. ^ 

i2 The piices charged by competitors exerctee the giealest innuence in 
fixing the price of an article As e rule the p.icos fixo.1 for the ^a^,ous .oock 
nnist bo in lino ^\ith tlioso of competitors. 

a. The articles sold by rotaileis may v«ry in quality and also in price 

A shop winch is BWed in thaheait of the townand IS roputed foi high class 
goods usually chaigce a higher piico than an aieiago shop. To a ceitain type 
of mind thero is a close aSRociition between quality and price and such poopie 
always choose a dcarei article m oidoi to obtain, as they imagico. the best 
quality without any fuither examination. ^ 

4 . The prices which cnslomors haxe been accustomed to pay should 

always le taken into coDsideration in fixing the Plica of an nrtiUe. Of course 
quality of an arfcle if tJie ciicumstaptes gg 
(lenjiud lather than to change the customary price. 
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5. Worlcing expenses are closely relaterl to the qncstion of prtce-Cxing. 
Unless those are correctly ascertained, there is no Bouml ]»afi's for fisiny the 
Belling price. The tost of a good and efficient raanagamont is the mamtenance 
of the worting expenses at a comparatively lower level. 

Large Scale Retailing 

This is the age of mass production and mass distribution. There is a 
growing tendency for business to develop into largo units, the urge behind 
it being chiefly the desiie to eliminate competition as far as possible. During 
the present century productive and distributive concerns have increased Ter> 
greatly in number and lu general efficiency, thereby leading to keener com- 
jiotition than ever before. Firms on the margin of efficiency disappear under 
the stress 5 those remaining in the struggle find Iboir profits reduced owing to 
the cutting of prices in the fight for orders. The buying up of the less success, 
ful by the more successful firm and the amalgamations that are frequently 
taking place are evidence of the desire to curb such competition and, either 
by maintaining piu’ce levels or by lotomal economies, to keep up the return 
on the Capital inAested. This is going on not only in production but aUo in 
distribution. 

Larg^ scale retail houses find it economical to centralise their buying 
oporation. The large quantities ordered make possible considerable, savings on 
purchaaes from wholesalers or direct from manufacturers which may be passed 
on to the consumers or retained as extra profit. Tiie large capitalisation enables 
the firm to carry a great assortment of goods which also attracts enstomors. 
It is, however, remarkable that while there has' been a steady growth in combina. 
tions of busiooss units, the small trader has not been eliminated, in some 
fields has almost completely held his o%va. Ho retains his business usually 
by specknlising in some particular lino on which he makes a reputation, tecognis. 
ing his inability to cope with the great variety of goods the large firm stocks. 
Moreover the personality of the small trader is felt throughout bis business, 
while the large scale units lack this distinctive feature. It is for those reasons 
that IQ the face of large scale retail concerns the small shop-keeper still exists. 
In fact, bo cannot be driven out of oxistonce so long as the personality of the 
proprietor of a business counts. The two forms of large scale retailing are 
departmental stores and multiple shops. 

1. Departmental Stores 

A departmental stoies is really the opening, under one roof and under 
one control, of a number of shops each dealing in a certain line of gootl?. 
'Ibe idea of a departmental stores is to provide a large variety of merchandise 
from a pin to a motor car. Departmental stores originated to cater for the 
richer customers who care lot quslit}* and service which cannot bo supplied 
hy smaller retailers. The growth of such stores is largely duo to tlie pursuit 
of this policy J and departmental stores of world.wide fame such a Darrods, 
Belfridgas, Gamages, Army and iiary Stores, etc., hare prospered remarkably 
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ttS n result ol attautioa to sorsico aod oxtrooio rO{,'aril for tlie customers, 
wishes. 

A departmental stoics, ns tho aaiuo implies, consists of a numLer of 
dopartmcnts, tacli dealing in one particular lino of goods. There may be drapery 
dopjitmoQt, toilot dcpaituicnt, leather goods department. Looks department, 
'vatchos and clocks dopaitmenk. bicycle department, and so on. It is said 
that a person can wau.iily purUiaso eYorytliing he needs in a departmental 
stores. 

Location. The success of a dopactmcntal stores depends upon the 
DiJUiher of cuEtoniciB il can attiacl, and thoreforo its situation should Lo such 
«s ia tnost.frofiucnlod Ly iicU people. It must occupy a central position. Its 
premisos are usually \cr> exteosno, giving spocul convenionco to all 
eliopjxjra, csliclher luying or not. Undei tho guiso of ’seivice’ tbo modern 
dopirlmoutal stores has coma lo ho a sortofcluh or amusement place for 
people. Ono ordmaiil) hnds in tho stores rest loom, loading and writing rooms, 
rustaurauts, inforawtioii bore-ius, post office, telephone booths and telegraph 
stations for tho unrestricted use of ail. Id boiso stores lectures, desocstrationB, 
riuisic progrsinmeB, tuoriug pictuie shovvs, evou operas and plays are given 
frei]U0Qt)y, Lacli department in the largo stores is of a sixo comparable to n 
shop in itsolf, I ut Uw departmcBls arc connected and allow of porambulalions 
throughout tho fntcrioi of tho huiMings. This comLined with the method 
tulopled of displaying all goods (or mepoctioo brings l>efuie the posaiblo customer 
tho veliole conteotB of tiio stoics, ofTouog n wide choico and every inducement 
to buy . 

Oj-saoisation As roost of the dcpartmeotal stores are owned by limited 
toinpanici, tlio boaul of diiccfors dolovnime Uwi gonota! policy of Iho fetoros, 
but they dclugato to utliors the power (0 c.iiiy It out. The esocutivo head of a 
depattinontal stores is the iminaging fiiioctoi who acts on behalf of tho bu.vrvl 
of directois. In closu touch with him Ihero may bo the general manngor who 
cooidiiiatcs llic woik of tho v.irious sections in consultation with the section 
uiauagers. Lacli section nun.igor is m tuin lesponsiblo for tho success of the 
dep.'iittnonts forming the soclion, but leaves coDSiderablo freedom of action 
to the depaitmental inanageis. The secrcUtial and accounting sections may 
bo directly responsible to tlic managing director. Tbo desk c.'ishiers in each 
dopartmeiit are indudoil in the accounts Eoction, wbicU also records all the 
clopaitmont.il st.iti8(ics. Tho production eoctioc will need a sjstem of costing. 
In f.icl, oacli dojiaTliJicnl will have its costing records lo soo <vlut its quota is 
towards tho general piofitB Accounting and other functions are canied ou for 
all departments by tho cential accounting section, but each depaitmont • will have 
to bear its proportion oi the cost in-ordec to arrive at a true profit. 

Lach department in a departmental stores IS in charge of a managev who 
in most cases ia tbo thiol buyer fol tho dopvttmcat. Ho is responsible to tbo 
Ecctiou mouctci for Its success. Tho stock Cguro foi oacb department is not a 
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stalfc one, hid ;s govenioci b}* tbo amoutit of bu^mcss done. A proscriboJ wto 
o{ turnovor of slock is oxpoclcO from oach tlcparltncnl according to tho class of 
goods in \rhich it deals. Provided that tho prescribed rale is reached, the 
depaTtment is practically free from any restriction upon the amount of stock it 
should carry. Departmental slonjs must advertise. They attract cu.«tomers 
from places f.ar rciiio%ed from the anov in whidi they aio situated. In many 
c.ascs each depndmont or gi'Oup of doprrtmcnts is brought to tho notice of the 
public in turn by press ad\orlivemcnls or by special offci-s foi Uuiitod periods. 

Advantages. The departmental sloixs onjo>s tlio benefits which accrue 
to all largo 6c.alo enterprises, tho most outstanding of which is its ability to 
purchase goods choiply. Moioo\cr it can afford to utilise the sor\-icos of exports 
to conduct tho buying for o-ich dep.irtmcnt In addition to those economies in 
busing, it cm also secure economies of administration .\s a dcp.irlmental stores 
is usually locatodin a ccnlnil position, it can secure, largo customers In fact, 
(bo provision of facilities under one roof, which enable a customer to satisfy all 
Ills requirements, is in itself a great attraction. Tho resources of the depart- 
ment \l stores enable it to spend large sums on advertising. .Vgvin when cuslo. 
roers enter the stoic to deal with one dcpai-tmcnl, tlic> arc very frequently 
induced by th«adreril.«cmcnt which tho display of gaxls offer* to make purchases 
in other departments as well. The services performed by the departmental 
stores, including those whieli are outside the ordinary scope oi business, consti- 
tute an attraction to a certain class of the people. 

Disadrantages. On account of tho espessivo services rendered and 
heavy overhead expenses, the cost of doing bcsiocss often becomes very high. 
Tho fact that a departmental stores is usually located in a central shopping 
area is not alwaj-s an advatitage, hecau.«e goods that are wanted at short notice 
arc usually purchasokl from Rmaller traders found rear tho homes of consumers. 
The customers of a Urge departtiicnt.ll stores do not as a rule roccire tho same 
person.Tl attention as tlmv do from smaller retailers. To many people tho personal 
element has a very powerful appeal, and with rcgvrd to such people tho depart, 
mental stores is at a dicadranlago. 

Uepaitmentel slorc« are very common in Europe and Atrcric.v ; but this 
form of ret.vsl trade organisation has not made much progress in India, The 
departmental stores requires large rich clientele which is generally not found 
in this country. The towns which offer this condition are not many. Depart, 
irental store* can fiourish only in towns like Bombay and Calcutt-a where then* 
are some already in existence. Tlio |k>pnlalioa of the country’ consists UrgelJ 
of middle c1a«s people who care more for cheapness than forqualilj. It is the 
price that principally Rj.atters to them. Dcpartmccl.il stores usuallj charge 
higher prices than is tho ease with ordinary relailors. 

2- Multiple Shops 

People in Tnd!.a .are cot gTScrallj familiar w ilh the st-aggoririg growth in 
Eurepe trd .\ncr-ca. cf trading organisations known as oulliple sheps or chain 
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stores. Multiple sliops aro called chain stores fa Aiair^.s_X*io a^ltiple sfe^J 

system is the opening o( shops m different tosvci h> a hiisi^ss iini? 
he a company, & partnership or a sole trader. The best examples of multiple 
shops in India are afforded by Data shops and Singer Sewing Machine shops, 
A n.ita shoe shop is found in almost eiery town throughout India I'ho 6rst 
principle of multiple shops is spcculis itien They spcc'al'sc in a limited 
niDge of merchandise which should base a direct and popular appeal to the 
customers. The whole secret of success tu this line of trading depends upon the 
selection of the goods that are to be offered fur sale. 

The shop^ are oponoJ in different towns in contrast to a departmental 
stores wh'ch is usually in a central shopping area of a particular town. The 
multiple shop system tabes the goods to the rcs'dential area and sates the 
purchaser the need to travel. 

Organiiatioo. The multiple shops arc under central control. A manager 
IS appointed for each shop and he is responsible to the Ucad Office for its 
success. The stock is supplied by the central depot. Many of the multiple 
shop firms are producers of the goods they sell. e. g , Batas. In other tarts 
nothing is produced and the stock is purchased by the central office for the 
shops. Some manufacturiDg concerns which retail their prodeets under'the 
multiple shop system also buy goods for stock from other manufacturers. The 
shop managers aro restricted in their activities They aro salesmen of the goods 
received from the central depot. 

The takings of each shop have to he remitted to Dead office usually by 
payment to a local bank, and the osi>coscs of the shop are paid by a separate 
ehoiuo ^me firms ma). howo>cr. allow such expenses to lo deducted 
{tom the takings and only tho baUoco remitted. The manager of each shop 
makes out rcturns of cash takings and for stock required. The Head Office 
keel’s the accounts for the various shops and incorporates them into thu 
general accounts of the business For accounting purpose the goods sent to 
the fcboiis sre recorded at selling price which makes the stock calculations 
eas'er. The shop manager must agree bis takings plus stock on hand plus 
credit sales (if an)) with the amount of goods invoiced to him. Inspectors are 
appointed to make unexpecto'I visits to shops to ensure that appearances and 
toco arc maintained at the rc'iuired standard, and s’ock.takers also mako 
unesivx-tad calls to check and to prevent fraud. 

It IB important in the administration of all multiple shop cunccins to adopt 
standardised and uniform metbeds for all shops Without et-ndardisation the 
supervision and control of a large number of shops would he practically impo's'hle. 
If separate methods were adopted for every shop the management wou’d Lave to 
review its policy and consider its decisions In the light ol the conditions at each 
individual shop. When the policj throughout is uniform, dec 'sions can usually 
le'madc effective to all sLope w ith'confideucv in tho knowledge that what is 
20 
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coneidorod advisable for ono shop should ho suitable for all others similarly 
placed. 

The multipio shop system bag adversely affected the position ol small 
retailors, though it has not completely ousted them, Tlic multiple shop creates 
a demand for a standard article which is obtainable in like quality wherever 
a purchaser goes, but the central buying, though it may save on largo purchases, 
involves a central depot and that necessitates double transport, that is, from 
producers to depot and from depot to shops. The single shop avoids this extra 
cost by getting its goods direct from the producer or wholesaler. Ibe saving ig 
mainly with such firms as retail their own products in avoiding the middlemen's 
profit, but that advantage is felt only if the manufacturing side of the business is 
large enough to produce as cheaply ns the manufacturers who do not soil retail. 
Where the small retailer may feci the competition of the multipio shops is that 
he must make a sufficient profit, whereas the multiple shop can hold on to a 
branch so long as it pays its way. 

^ Advantages. As the goods ate purchased or manufactuiod on a large 
scale aud as intermediary profits are elimiuated. the piices charged to customers 
are reduced to a minimum. Experts in all phases of Head Olfico woik may bo 
employed and their services fully utilised. The uniformity of branches makes 
thorn easily recognised by the purchasing public, and the goodwill attaching to 
one branch thus tends to fiow to other branches. Adverlislng may bo employed 
with advantages to all branebos. Branches may obtain any necessary supplies 
from tho central depal at abort notice ; and tho carrying of small slocks enables 
small premises to be taken in any suitable town thus effecting a considoralilu 
saving in rent charges. Selling at unifonu prices crertos confidence in tho minds 
of tho buying public. 

Disadvantages. Individual entorpriso on tbo part of managors tends to 
be discouraged and Ibero is liltlo scope for exceptional ability. Whore tbo 
demand of the public changes, largo losses may be sustained in tho carrying of 
huge stocks at tho central depot of goods no longor required and for which the 
market is practically gone. Strict suporvision of branches must bo ihaintamod 
by the employment ol branch inspectors. Peculiarities in local or individual 
demand cannot be catered for whoro uniformity is established. As tbo work in 
branches beoomea oi a routine nature cheap labour is employod and liltlo scope 
for ambition exists. 

Departmental Stores versus Multiple Shops 

Prom tho point of view of organisation a dopartmontal stores may Lo dietin. 
guishod from multiple shops in tho following respocts : — 

I. The idea of a departmental stores is to act ns a universal^providcr ; it 
tries to supply every possible need of the customer. But the chief idea ol tbo 
multiple shop system is 8poeialis.atioQ. The multiple shops specialise in a h'mtkd . 
range of merchandise which appeal to castomors. 

S. In tho case of a dejiartmcntal storoe tho site and premises aro Iho chief 
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coiiSKlorition. Tlioy aro eolocleJ with caro and occupy ^ central position 
iu Iho busy quaitoie ut a town. Ihe central position is not tho chief idea in the 
case of mulUple shops, it is sulfleiont if amnltiplo shop his a number of 
clients to giro enough bniinoss, It may be situated in an obscure street. 

3. In a departmental stores customers aro pulled to tho shop , in multiple 
shop s) stem it is the sliop which goes to tiio customer. 

4. A dopartinQiit.il stotes caters foi rich customers who care for service 
mill quality ratlioi tli.m for the price . but a multiple shop c.itors for the masses 
by ofToring its goods at a roittivoly cheapei piico. 

5. A dep.arfmontal stores puts .>11 its eggs in one basLet, its whole success 
dopouding upon tlio continued prosperit) of a defiuito geographical site. lathe 
case of multiple shops, somo may Lc successful. & few may be failures, and it is 
0 IS) to cut losses by closing the unsuccessful shops and opening now ones. 

fi. A departmental stores imy offer credit facilities and facilities for mail 
oidi'r busine<is , but such senicos are cot rondoiod hy multiple shops. 

7. A dopartmontil stores his to maintain huge stocks of great variety 
mid therefore needs a largo amount of capiUl. In tho case of ronltiple shops 
suinll stocks aro enough and they can bo roploniebed, if need lie. fiom other shops 


ai snort notice. ■ 

/ Mall Order Business 

Mail order trading may bo briefly desciibcd from the buyer’s point of view 
as 'shoppiTift tiy It appeals to the public largely on the bcotb of eon. 

^uu'ouce. \ mail order business is a business conducted entiroly or m'alnly by 
niojns of tho post, tho goods boirc sunnliod direct to Ibo custoEoer Instead of 


Ihrough any middleman. In mail ordei trading the modium of sale is usually 
a printed message which may bo an announcement either in the press or by 
letter sent through post, whichever may be suitable in paiticular circumstances, 
11)0 appeal to tho customer is to be made, not f.»ce to face, but through print. 


The causes of the development of mail ptdor trading are many. One of them 
and tho greatest is the realisation of the^mssibilities of advertising. Another 
IS the rising standards of liviiu’ wliic h result in a demand among vllagers for 
many things that they cannot always buy in local shops. Not long ago almost 

any manufacturer could obtain dealers’ iMwperation for hia products : nowadays 

the tfealers are often ftyorsc (o pushing new goods and' fhereibre tfitr aisaafs^air&i- 
Cuds it necessary or expedient to sect his own market. Mail order selling is, 
therefore, partly the lesult of the roanufacturer'e necessity and partly the result 
of a marketing policy dictated by expediency. Naturally the possibilities of 
the system are greatest in districts where there are few large towns or where 
shopping facilities are limited In outlying districts certain aiticles are not 
leadily available without "seDding to a lai^ town for them, and it is here that 
the mail order trader has bis best opportnnity. 


Convenience of the customer and profitable selling on the part of th e mail 
house are two chief cop^iderations. Cheap pii’ce is algo a conaid^tiop 
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, to ro in (or on ortido trltioh may not altrays bo o 

^,.icb porsnntlo, ono to i ^ lo b„y tho goods oilore.! 

immodiato nood. Poop c„ 5 t<,mor will notiinlly ror.ty 

lor solo tltroosb ° j finds that tho ortido is not arailahlo in 

tho price m tho „„ certainly sarrine his convonionco. 

the local naarho “ ie shows tangible prodts. Profits 

Besides no hus.ncs can servico-ofrering then, 

can ho earned only ll t on gi'O 

goodsatnlowerpr.coor nnalooera and makes mail order bnsiness 

which attracts a rospo available a profit is a 

pvofitable. in the case “ Jseloetion o, articles, Novortholess 

certainty, and thos it dopo . Confulenco of 

the convenience ol the ciislomo ^^^^^^^^^ 

eor 2 i^t! 25 JlS-iH-ii 2 -ffl^^ yon ask them to py 

to hny (rom a firm ohont which J nppcrtnnity oi looking at the articles, 

rc=errzr trdonht 

if they are not found satisfactory. advertising or circularising, 

I„ .ail order trading aH,cl«am to ho sold by sdv^ PorsL who have ^ 

to be aospatched by po.t o 5 ^^^.basers are induced only by a 

opnort uoitv ol iospect^ ^^ . ' . . it,-* not all coods are suitable for mail 

dLcriptibn of the good^ It i3 o v^s textiles or bulky furniture 

order busino«. For example, spo s « ». . ^ tj^leg abould bo such as 

are not -suitable for mail selected from different 

ca n 1 c ready lor immodjato use, as am free 

models, as are capable 6 transport dilficully. and 

from liability to damag „„re 3 entation and forceful descriptive writing. 

. as lend thcmselics pmparatiens, children, manirements. 

Novelty goods. chcmicalB ^ business, 

footwear and lialher goods, jo . • through post is rather ditficult. 

Pixing a proper s°lli° £P:!^°'’pC nheapness people will naturally 

Wo cannot fix a vory low-P ^„Pted m 

associate low quality. Prices are 

such a manner that the the post oll ice Y.F.P. sy stem, which 

mail ogln i-busmcsa is ma o ^ 6ue'ue 'd for inspectioD before 

however, does not P"™“ In the press or by the distribution of 

poynent. Qraora_aios»nmdijph^^^ pj^ihlels, paltorns, samples clc. 
circulars, handbills, catalogue , P previous customers, or tlioro 

In some oases trar.llci, are prise lists are son. at 

may be bonso.tc.hcnse “t^espondenco is opened with a 

intervals to regular customers attempt to remain in constant touch 

proapcctivo customor it i3 followed up y 
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with him. ,\ list of all prospoctiTfl customers 5s prepuoil to whicli constant 
additions aro nuda fiom Imio to time. This list is known HB the inading list. 
The mailins list, aftoi nocessai ily allowing foi a cQtt.iin inescapable peicentage 
of wastngo. should coinpnso a bulk of prospects Among the usual sources 
aio directories, toloplioiie guides, etc. A good ««y is to insoit a small aihertise. 
Diont in prominent papers m\iting inquiries on attractive offers. These replies 
would form tho basis of tbo list. Similar repeat edvertiaemonts would add to 
the list and your oxperieiico and common sense would enable to ehminate the 
deads, i’oii run a risk of somo wastage becauso there is n porcentngo ol nogitha 
icsults, but it IS norortholess woith while. 

The c.it.ilogiio should bo of conronieiit si/o both for packing and postngo. 
It IS usually a wmk of .iit in tliu form of a folder. Its got. up and types are 
tiio l.Ht wuti: m custom collocting lecliniquo. Tho classified lists ioEide the 
fiiMor aro aunngod and displayo<l inlolligently Tiio host folders append to 
oicli variety of goods then ijinlity, cheapness or novelty. Coutiniio to t.ip 
distant ciistomcis by loUovv.up in good letters inviting a tiial Older. Your 
ludgmont. experience, and your lesourccs should be your guide, It is in the 
c,italoguo that tho advertiser has mom spice to tell his story , it offers tbs good 
salesman his oppoitunily. Tbo skill of a Balosman, ibe gift ol expiossion ond 
doseriptivo writing, a knowlodge of piiaiiDg and illustration processes arc 
all essential. Thero should he no niggardly saving of ovpeose in production, 
pjper, pcmtiDg, iUuetT.vtiuns and vUsplsy. all of which should be of the best 
whore a good avticlo is concoruod. 

In QO other buslaosB is a thorough syslom of office woiLing so vital as ia 
the mail order bueiivais, tho reasoo being that results aie so largely depoadont 
on the keeping of inquiries and following them up, keeping ta touch with old 
customers by coirespondeace, tho necessity of tabulating statistics to test tba 
losulls of edveitisiug, and lastly on punctuality lu dc-aliDg with customcis’ oixlers 
and inquiries Pioper card index records should be kept. The now cards 
should not only show tho vaiious transactions with the ciistoinors but they 
should also Invo a iiofo of a customer's likes and dislikes and ev ory bit of 
personal informatfoo relating to him. 

ilaiJ ortlor bus/ness requires a hig h order of salesma nshi'p. The mai'l 
order salesman must bavo the ability to ilescrite clearly, definitely but briefly 
tho nature of the articles, must be able to create inteiest and arouse curiosity 
and sot out some inducomoBt that will mako tho reader say "I think I want 
that". To cio.ito tho desiio to buy is tho first step , sustained effoit to ccnveit 
tho desiro into actual order is tbo aim of wbat is known as lollow.up system. 
There may bo two advortiseiDonts ol two similar aiticlos One may leave you 
cold and indilforont. while tbo other s.ems to broatbo the bieath of life ; 
while one is loaUuoloss, thb other is full of suggestive ideas and phrases that 
act you thinking. A v®*®on, if Jio haa tlw skill, can use the words as the 
painter uses his brush ; bo can make you sea things with tho inward eya as bo 
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■would wish you to soo them. Tlie maU order trader, therefore, has to expcri. 
ment with different types of copy. A responsive duo hrs to ho struck. The 
mail order advertiser has no place to attract business ; his business must stand 
or fall on tbo advcrtieemont of a particular artftlo. 

Advantages and Disadvantages to Seller. XS’horever the mail goes, there 
tl)0 printing advertising matter and the goods sent by tbo mail order house can 
al‘^0 go. through illu.strated catalogues the cuftomor is enabled to select his 
goofis flora a fargo stocfc. As tho business fa almost always doiio on a cash 
basis, economy is aociuod by tbo olimtnation of bad debts and collection 
charges. The overhead oxponaes are low since ealcsmen’s salaries and espon. 
sive shop-fronts arc not Docossary, but this is partly offset by the cost of 
printing and distribatiug catalogues, ate. Advertising can ho carried out 
more efficiently because rosuJf.s can be ebeebod more occmately. The manu- 
facturer mail order trader Is independent of wholesaler and retailer ; the 
puhstanlial discounts that would olbctwiso have been gi%on to middlemen are 
free to bo used in advertising. The methods of mall order business are to a 
large extent creative in the scase that many uususpcclcd and untapped markets 
are discovered. 

Cufitoraera demand not only low price but also service. The mall order 
trader balls short hero and can never hope to supply it. However illustrated 
the catiilogiio may be, it canoot be as satisfactory os the personal Inspection of 
the goods. Customers generally cannot be given credit facilitfos and that fs a 
discouragement to many of them. Personal atlontion c-annot bo given to the 
likes and dislikes of customers. The sales appeal Is stereotyped and cannot 
easily bo v.ariod to suit different typos of prospectivo cusloraeis, and it is not 
easy to ascertain the causes of failure to effect sales. 

Advantages and Disadvantages to Customer. Iho cu^temer is enabled 
to got bis art’cles at In's o-wn bou^^o and is saved of the troubto of going to the 
retailer. Many atiiclos are available to tbo customer at bis house at lower 
prices which are not either available locally at olLor are available only at high 
prices. Tbe cnstoiner gets moro ofDciont service and somotimos buys better 
goods at cheaper prices. In tbo case of well.lroown articles there is no danger 
of wrong goods or goods of inforior quality. 

People do not know with ■whom they aro dealing when onlcring by post. 
Boir.ctimcs the ad^el•t^ 6 eIEents give a false Idea of tlie quality of goods offered. 
The wording may bo misleading ; anyway it is not easy to ascertain tlio true 
quality. A customer has no opportunity of InspcctiDg the goods ho is going 
to buy. lie cannot b.aie immodiite delivery ; there may bo annoying del.iys 
Custoinore cannot enjoy crctlit facflities, 

Hire.Furcbase Trading 

The hire-purchase fiyslctn is the method by which tho \oodor agrees to 
aiipplj goods to another person ia considaration of that person agreeing to pay 
tlio pnrehapo pric-o hy a stated pumber of payments of fixed sums at regular 
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iftlorxftls. To buy on Iho hiro.purobdM s>t>tcut is icAlly to biro Iho gootU, tlio 
insLthiionls ('aid bciii^ m tbc njtuic of ictil laynblo until buuli tiuiu as Iho total 
Iiri'scriboil iiistalmcius lire (uhI, the gcxxls then hetonimg (lie fropoili of tliu 
bu}er. Until oil tlio iiiit ihuonts* aio juid, Iho gou<1s sold ioni.ua logilly llio 
pru|<orty ofllic Eullor. This 6)st0iii ol liitilino' is ui.ikiiig i.ijiid stuilos , it b.is 
uitondud to n gro it ol nrticlcs, a. g.. fiiiiiittuo, nulios, niutor cats, 

lyi>o\vrilor9, bicyck's, gr miopljones, etc. 

Uosides Iho fii-ms v.hu.b »-pou.vliaj in wjUing to tbo genoral public on Iho 
hire-pUTchasc e> stem, ftluiutt bH the largo stores arc ready to soli gooiis on tlie 
"buy out of mconio ' piiiK-iplo. Iho prico clurgcd for goods sold under tiia 
biro-ViurcbasQ jdao aio alwujs a h'ttio nioio l/ian tho prico for c.isit pu'd down, 
tho excess representing lutorost for tho poriod of cretlit grunted. IJio siipplfor 
in this s) stern doob iur t)ju iRilnidun) consuuici whut tbo n'bolaialer docs fur 
tbo ret.xilcr xxith scanty cjpiUl at Ills cuniinntnl. JIo mivkos gooil to tho consu. 
niCT hi8 present vleSuicnuy et IxnwU by su\'plyfns the gowU no terms that 
pannit o( lha bu>ci‘s saung out of future locoino the money with u-liftli to 
t’lty. Just ns lliu slun.i'ayivg retailer sulTcis A loss of discotiot for using bis 
crpditoi's tapit.il. so Ibo h5re.puKh.iscr h.w to |uj A htUo nioro in jirico for tlie 
sullci'a ii(Uuiiung to hiiji iho nholo of the goods before tho bujer bus liad time 
to Saxo Iboir value. 

As tbo seller retains piopoitj in the goods sold uudev tL« Liic.puichdBo 
system until complulion of tho paymeats, Ijto iasutaiico of fuiaituro and eitsu 
kr aiticlcs sold iiu} lo ro<tuiicd by Iho roller, uhclho) this is piovided fur in 
tiio selling piicu or p-xM foi rep-iratoly bj tbo punbaset. Tii must uUcs biio. 
purebasots are le'itined to produvo Ixxo sinoUos .it Iho lime of entering into 
Iho hiro.purcbnso agieonicnt. SoinctisLCs tbo insuiance of tbo puitb.vSev'B Ufa 
may bo rc<jufi-ed bj the solki as secutilv until tbo la%t ji.\ymoEt is made. Tho 
hirQ-purebase B)Eteiu does not piOM'do sufficiontly fur omoigoncies in nhich 
p.xymonts c.iouot lo bopt up , and tbo buyer is f.ited nitii Ibc piobabiiity of a 
loss that be cannot ulToid to bcji, should thuairuDQOirunt iiaxe to bo oh.iudoiiad. 
What IS A risky xenturo xxbon taken for a necessity leturacs folly xshen it is 
token for A JuAury. 

The hiio.puTihase syelem originated in Amoiita and is xery connuon 
in that country, tho reason being that tho mass pHAluxtion tbeio needs mass 
demani!, and mass demand for utitlos on tbo ni.xigm of the pooplo’s means 
nootla inducements of exory kind to moxo tbo oidinaiy poison to bxij. Tho 
desire to pf/ssess it. stiiioil and encouraged and fotced to big propoitiona by 
innuuiorublo tjnxacsors (ruinod rcientiCtally in tbo xxiles of persuasivo aellitig. 
For nocoBSitica such iia .x hooEO and soiro fuinitoio oi fur produclhu assets such 
as Bcxsing machines oi typoxvrilers xrith xrhich one may earn a living, tbe 
bire.puichaso buying can be coiiiU/ended if tbo buyer's circumstaccoB are 
f.ixourable. In India the hire purchase system is still in its infancy on account 
of Ibo low staud.ird of lix ing of Uia people aud tho nbsenco of many traders vrbo 



iitsiNESS ORGAUiSATiON 

„o.illinalo.oU™a=rtllsrlan. But .itl. ta,— nt iu the general 

Blanilaril ol living tbo “1“'™ '^Jv^nlacea to Buyer. ImmoJiato uno ot erticloo 

“:a i“::aura:iul« uuni =u«cient 

deairoJ may 1» oblamed „nrchnEa. Once an article baa been 

„ao.y baa been saved to make an upright pureh^^^ 

acquired, money baa to e save paaebaacd ia a luxury, alternative 

arpenditure m J' -i,, and there will bo no temptation to spend 

injuries may have to be ‘>;= “ ,,^„,„ative method ol borrowing 

l„c „oney on other leas ,„ 5 „aoua. The interest charged 

in order to make an immcd hiao-purchase 

on such a loan 6"""'“'''' ' n” nnpaU on the articles purchased 
agreement. So long aa there lining than he would otherwise bo to attend 

«.e supplier will be I !«!,! . Iterw^ The system is el paHi- 


10 any delects that may appear m urn a-cie onable 

cular benefit in the p,;dnction earlier than would otherwise 

the producer to ° ® their cost belore they are paid lor. 

“'rrr: ,.r 

dlBcrence between the oollection charges plus an amount 

The lormer includes halauce ol the purchaser's income 

to ensure the trader cgainst bad ^ch . caving to meet lutufe 

:!tir-C::k?::r—;paym„uta at definite stated intcrrels may 

:■ ■>"» r;:UTrr:’tie bror'Bm a%t:; .i^cbTe^ 

ahould not bo spread oicr a longer hire-purchase customers and 

,, a personal interview w,th^the^P—^^ 

judicious '“‘imr es a „,,oocd to mimmum, .\ 

creilit torms refus . _ f-lnprl through his frequent visits 

oouucction with tho customer can be a, Jm, become 

„tlo„ ho would he mating in order to pa, the ho done. 

‘.Id-r L ’:.pi"“be’“rai::d r— mg some d th. hired.urchcs. 
"t to seme ropumble finance couipany, t.io interest charged lor such 
. liuauco not being usually high. 
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A liirgo caj'ital is necessary to finance h>ro.purcliaso trading and unsound 
sales limy lead to a largo amount of b.ul debts. An oxj'ansion of hire-imrcbaso 
bus’uess may result in tbo diminution of cash tudo. Tho cloiicd organisation 
necessary for liio.purcbaso Iradins is intiicata. lioublcsorao and costly. A 
{also position would bo created if profit on biro-purchaso salos is appropiiated 
immodiutely. Even if tho profit is spread ervor Uio years during which payments 
will bo rocorored, tho income-tax assossmont may bo higher than the income 
actually enned Vnd nocosaity of roclaiming goods through defaults in payment 
will cause unpleasantness with the buying public, and this may lead to had 
rcpulatiuu. 

The huo.yiurcliaaa trading is not, bowovor, so risky as it is imagined to bo. 
Thoro is a largo body of respectable people who cannot buy things of \aluc* in 
any other way aiuco they hare only moderate means. 

Instalment Payment System 

The hiro.purchaso system has boon modified by ontorprisiog retailors, 
who, in order to offer further Inducomcots to purchasers have evolved tUe system 
of instalment payments or deferred payments. Under this system the goods 
become the actual propoity of tho buyer on tbo payment of the first instalcoent. 
it is tlio peculiarity of instalmont trading that under ft tbo article is sold 
outright nnd cannot thoroforo be rotumed, and tbo instalments must be paid, 
If tbo buyer finds it ioconvonioot to bold it. ho can dispose of it at his discretion. 
But this cannot bo done under tbo biro purebaso system. In a hiro-purchaso 
transaction, the atUclo being Weed, tho person possessing and using it cannot 
bo its full owner until bo has paid all tho instalmonts. If ho soils it without 
paying all those inatalmants ho commits a crimlcal broach of trust and the 
original scllor will hare a right to recover tho articlo from the sub.buyer. 

Under the instalment payment system tbo seller has to take extra, ordinary 
risk in tho shape of probable bad debts. 8o tbo prices charged are generally 
higher than thoso charged in case pf hiro.purchaso system. Tho longer tbo 
period over which instalment payments are spread, tbo greater the percentage 
of expenses added to tbo cash price. 

Under this system, a careful record has to bo kept of tbo goods sold, of 
the dates whan payments aro due and of the actual payments made. A receipt 
is sent for each instalment and a final receipt when all instalmentB have been 
paid. For this puiposo n card index is useful, each customoi being allotted a 
card on which all particulars aro ontereil, 

Tho method of buying by insfiilmonts has its advantages and is economically 
sound providol it is not abusod. People with small incomos find lb almost 
impossible to pay cash down for the purohaso of, say, an oxponbive wiicless sot 
or typowiitor. And if they set Ihemsolvos to save for that purpose, tho poiiod 
of waiting would ho so long in most cases that they would probably fritter away 
tbeii money in tbo meautime. By purchasing on the instalment payment plan, 
30 
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tho buyer js forced to save tho monoy and tlio ncccsstty of iiayiog promptly 
imposes an additional incontivo to save. 

The system is of particular benefit in tho case of capital goods or in the 
case of an article of lasting quality and utility, the acquisition of which will 
enable the purchaser to pay tho instalmont by oarning. 

Tho dtsadvanlsgo of tho syatem, bowovor is that it frequently induces a 
iwrson to mortgage his future income to on unhealthy extent. Thoroforc mode, 
ration should be the koystono instalment buying, 

Tho groat advantage of tho system is that it encourages trade. 

But there ore limitations in the way of successful instalment pajment 
trading. In tho first place, tho instalment system can be successful only in 
case of parsons whoso credit and ability to pay are sufficiently well-known. 
As such it is mostly confined to persons with a fixed income. Secondly, there 
Is possibility of tho trade being too much reckless in tho granting of credit, and 
unless proper care is taton, it will involve the whole trade in disaster. Thirdly, 
a largo capital is necessary to financo this system and this may not bo obtained 
easily. 

Consumers* Cooperative Stores 

Consumers orgiioiro tlicmsolvcs Into cooiiorative societies to ollain tboir 
roquiromonts of consumer goods and services op terms of greatest advantage to 
them and to secure lor tho small man many of tho benoBts of Iargo.5c.ite 
operations. This type of co-operation andertakce the retailing and whole, 
saling, and sometimes the production of consumer goods, and seeks to reduce 
trading costs by making buyers tboir own sellers. Unlike tho producer move.- 
moot which U conootned with particular claascs of people in particular regions, 
tho consumer movement carries an appeal to all persons because ail of them are 
consumers, and may bo regarded as an organization having tho whole society for 
its membership. Tho movement is of particular interest to women as it enables 
them to make substantfaf economics in domestic expenditure 

Various plans were tried to oliminalo tho middlemen, but the one tried by 
the twcnty.eigbt weavers of Hochdalo was found to bo tbo most successful. Tho 
Pochdalors were very poor, but woro rich in tho possession of four great 
virtues — courage, commonsonso, imticnco and faith in clfort. TJieso aro tbo 
qualities which ensure success in human endeavour. It was in ]844 thiil tbo 
twonty-oight weavers of llochdalo ojwDod a Small Btoro with biircly lu28 as its 
working capital but with a great fund of zeal. Ifow by tho exercise of patience, 
perseverance and economy this small store hol]H;d tho dovelo])mciit of the present 
consumers’ movomont is a history of absorbing interest. 

Meat consumers’ societies have been cstatlislied on the principles fir}<t 
enunciated by tho llochdalo pioneers. Tbeso principles udvoculo open member, 
ship, democratic control, cash trading at market prices, fixed return on capital 
nd dividends on purchasos. Open momtarsliip. democratic control and rcstric. 
lon on divitlonds uro tho basic ideas which lio at tho foundation of all co- 
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oi>orUheED.iotms. Cisb tr»lms bis been adoptod t» .moM the risL hivalrod 
mc.-o.lit,loiliiijjs, and sales at cu. rent inuket pricos gnutl tbo society against 
business los.es rrutca it form the tLi.ga of ,,rica.cuttins, enable it to build up 
resonos and nuke the lujmont of dividends on puruluses isassible. These 
dnidendsai-o tbo rewaiJs of siting through Siwndiiig and piovide the strongest 
ludutoaient for momlurshtp and susLiinod loyalty. 

Co.oix>rati\o stores wore orgmi'od in sovoral parts of India almost as 
cirly as the co.oi>Qinti\e credit moaonient They did not. however, makaany 
groat progress until Woi Id War I. when the need for them was more keenly 
felt, and they increased in numlwr and imiKirtinco The success achieved then 
was not rot lined, but World W.ir II hid given them a fresh and stronger impetus 
Few rural stores and soc-etim have so far boon orginized. and even in the 
province of iladris, whoro tho tonsuiiiar movement is strongest, only 400 
rur.il societies have bean established. At present the movement is largely 
urbin. During tho war. the ratiouiog of foodstuffs end oeonomic controls have 
I'eon directly re«iionsiblo for Iho orgmiration of numerous small stores in 
cities and Urge towns smeo the r.ovornnioiit have racognireil them, wherever 
l«Msiblo, as the distributive agoiicy foi the j«oo|'Ie. Tho middle and even the 
iipi>or chisos line, during the list two years or more, boon drawn into thojo 
nrginizations Tbo commodities conimooly roUiloil by urban eoefetios are food 
grims, sugir, cbaico,al, buttor gboo. cloth, etc. but tlie raugo of goods handled 
liy tlium is widening and L is boon still more widened by tbeii appointment as 
liconied sellers of rationed and other controlled commodities. The movement 
leceivod a serious set bach, dm ing tbe last two yoirs, with tbo introduction of 
decontrol policy, yet now with tbo roimpostlion of control it may be expected 
tlut it will receive an nilde<l initietus. 

Tbo main acliievomonts of the consumer co-opoiative movement in other 
countries have been (1) Reluct-on in cuds of retailing with advanta-es 
accruing to consumers, thus injkmg possible mote saving md higher standards 
of living, and contributing to economic stability. (2) Piovisiou of bettel quality 
goods. (3) Promofon of tliiift and consequent increase in economic security of 
membeis. (4) Rducition in intelligent buying, family budgeting, and general 
economies (6) Better cituonsbip, tho result of widely diffused ownership of 
an important democratic business entorpriso (C) Chock on monopoly by 
co.oporatiro competition and on profitoering 

Tbo co-oporativo store moToment in India may generally be described as a 
fiilure. A few stores here and there are being run snccossfully, but the success 
is duo either to peculiar local conditions, as for instance, the absence of competi. 
tion amoug tbo local sbopkeopors, or to spocial facilities obtained, as for instance, 
lower railway freights and rent free quarters for tho shops, as in the case of 
stores started by railway employees, or the college stores. 

One of the main causes of the failure seems to be the ignorance of the 
bqeio principles of tbo store movement. Stores are generally considered to 
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places v?Iioro you can purchase articles cheaper tiiao from a shophooiwr. Tlie 
i-osult of Btartiug a store vrith such a notion is that the slightest setback damps 
the spirit of the mombors and destroys the sense of loyalty % 7 hich is the back, 
bone of success of such stores. The object of the store movomont is to do away 
with the middlomon and ultimately to control the Bupj)ly market as also tho 
moans of jnoduction on bohaU not merely of the few members of any particular 
storo, I ut of tho whole community of consumers. Realising this jjrincjple the 
momlcrs of laauy sioros hi Euroiwan countries readily pay even fi/glier pri^s 
with the conviction that the temporary iacoavctiionca will ultimately bring 
success to their cause. 

Other causes of failme aio the intioduction of credit sales and tho insistence 
OQ tho pait of memhoi-s on dooi -to.door deliveiy by tho storo. It is tho 
presQueo of these defects that account lor tho small numlur of cooperatho 
stores iu Japan. Though the uumher of other ts’i^es of societies in that country 
is nearly Ib.bUO tliat of stores has not gone much above IbO. Cthor causes 
which haao brought about failure are tho smaller maigiu of profit between 
•wholesale and retail jirieos, and at tho same time a bigli cost of upkeej). 
Bisbouosty on tho part of tho uian.agcr is yet auothor factor ; but this is found 
also in other brunches of tho moyeuicot as io tlie case of credit. Jtaust, , 
Loweror, bo homo iu miud that no man is by nature dishonest ; it la the 
opiKu-tunity that makes him so. if the dluoagiug Comoiittee were tu keep a 
watchful eye, there would be fewer occasions for dishonesty. 

An esamination of tho working of coosumors societies all o\cr the world 
shows that where there has been a (uiiurv it bus hocu chielly due to oue or 
more of the following causes ; lack of business training or ubility or exiierietice 
iu tho store iiorsoanol ; want of careful study ol mend cis' roquiremonts ; 
stocking of goods that had only a limited demand because of tiie Varied tastes 
of a beterogeoous membership ; iosufficient loyalty and interests among incmbers ; 
bed dulls arising from credit tradins ; loo nanow a mavgiu between wbolcsalu 
and retail prices defective methods of stock-koeping and acc-Quntiog ; «ud 
disprojxjrtionateiy heavy woikiug costs. In India, in putic-ular, two other 
iuj['oitaut causes ol failure liaro been too much dojwndeuco ou lionomry sorviV-j 
aud too small a size ol the store to .soaure a competent sUlT and olfiuioney in 
management. 

It may be enipb.aslzed that ultimately the cooperative consumer movemont 
is to bo based everywhere on iiidopendent societies functioniug in each area, and 
that tho difference in orgvnlziition apnlei only to tho iaitial stages, the 
difforenca being whether there should be iudoiiendunt t-nits from thu start or 
whether there should bo a parent institut’oa having Lrjnvl e?, these branches 
fo'-m-ng tho nuclei of future Indcrcndent societies. Wdle the former system 
which directly aiiproachos the des'rud g<»al has lepn sueccsbfuP.y adopteil in 
Madras, tboro may bo proviutes such sb EomLay v.l e'e coopcnilivo ur''.iiiratlon 3 
^are liUdy to fail unless full a*lsautigo is takeuof the ccouamios offered by 
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I. \rj;(?.<<cnIo cutorpilse, In such csms, it maj l>o fiugjoatoil tint the nvnuiralum 
of cooniiiur co3p3r.iti»03 sliuuM stiit wall tUa eat illuluiiCRt of o. p\o%iiiciiil 
soeioty li'ivinj biaiLliua spiea-l ovoi sU'taMo lotions witli lu.-il mcuiLcrs ami 
local coiDiuittccs. 

Id pro\iDC09 whore coujitioos fa\oui the mloption of tlio system of 
iin'tiry o’'jin'rit'oii it im) bo rctonmendc 1 tint a consuiiieis' fo,.'oty ou tl.o 
Rochdale priociplu should Im) ostnblishod io oach \ilh£o and town the nim 
being to have one eoc^ct^ fur u ptpjlation of about ^,000. Funds needed by 
the societies to run their business will Iw dmwa fiom their share cajiital snil 
loans from centnl couperatuo baiiLs Fin aich gioup of about 50 comoniuotly 
siluitod lub.iii cunsuuicra societies and luial s«e'uties deiling in stores, a 
central society should he otginisel, to which tl ey sliould be utli luted lutil llioy 
sliQuld purchase a pn scr.hed wuml er ol shares. 

In those prONinccs »M which tbo K»ttditeos are such as to loijuiio t!i« 
cstahliabnioiit of u cQutril orginisitiun first, it ouy ho locoinmomlcd tJut a 
ptuuueul cousunioi-s society sboidd bo established, wbich should as fares 
p>.>s8iblo combine lu itself the fuoctions of the priinai y, cestral uad piovincial 
sneieties. As its busiuoss is ostablisliod aii<l its position stiblis’cd it will 
(jradually ostond its serMccs to olber towns by opening biancltes. Il the latter 
arc nitiinately to bo couxortuil into indopeiKlont sjcietics, whitli is oiii aim, it is 
neccsiari that the pircnt institution should ullow, consisteut with officienoy, 
tlie pUrODs of uiuh louility toman a local branch nnd when suifieient local 
intorasi h.a been aionsod, it sbouW olTor to Ibo lo>.al pvUons tlto option i<l 
contortiuj tlio local instauUon mto a caeicii ol tboir own. 

2 Wholesale Trade 

The whoiosuler is a trader, who pureliasos goods in large quanlitlca fiom 
tlia nniuiifactureis and resell to rcUilois in smalt uDits. In point of fact, a tius 
wholesaler is one, who is uoitboi a minufat-turoi not a letailei but acts merely 
ns a Imk between tho two — piodncoi uml «.OQSunioi. Wu c<ui picture the wholesale 
waroboaso situated on tho couiso of supply us n Lind of jeser\0'r. giiiiig 
teiupoiMiy stoiugo to j)orlioasof the suiiply on their waj from luaLeis' works to 
retail doilois' shops. 

As tho wholesaler is a connecting bat botwuou tho ninmifiicturor on the 
one hind, and the retailor on llio other, he ieudc»-s NaUiable sorriccs to both the 

II. 11 ties. Let US fust oxaiaino ns to Uiw ho Uoli s the maniifiictiirer. 

Mass production and thoapucss go hand in band Ibe uliolosilor places 
101 y huge oi-deis with the nnniificlurer. wlio jiioduccs goods iu laigo quantities 
and thus enpys the economies of Lugo scalo prodiittiou. '11. o wholesale 
nieicliant helps tho inanuf.'ttiiror by plating a large oidor for each Liad of goods 
to bo in.ido lie collocts simll oideis from tbo retailcis end chiseiCes them into 
vaiiom citogoiies and then ]>laces a big order with one nianufactoior nellknown 
in one type of gooJlB, and flnotlwr big order with the second pioduter and so on. 
GciieriiUy goods aio pioduccd in imUcipaiian ofdctoaud, Tho wholesaler tatfs 
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upon liimsoK the rasponatbility for holding slocks, and thus helps the manufac- 
turer to carry on with muth less capital than would lie necessary, if the 
manufacturer had to la> out jiennanently Iirgo sums in stock as well as in 
costly machinery and holding the stock continuously against possitle demands 
from the retailers. As the orders are big the wholesaler places them with the 
most efficient producers, who got sufficient orders to keap themselres engaged in 
that work only. Such an arrangement, of course, permits the manufacturer to 
specialise to some extent in the kind of goods be can produce best. Ijarge orders 
lead to mass production and the latter in its turn leads to speiialisation. The 
wholesaler studies public taste and fashions and directs the manufacturer as 
regards the quantity and quality of the goods to be produced. Retailers desire 
credit which, in the absence of wholesaler, should have bean provided by the 
manufacturers. Wuch of the basJncss between the whoJoSilor and manufacturer 
is prompt cash. The manufacturer is thus able to carry on his business with 
comparatively small capital. Ultimately the goods produced must be sold. 
Exceiit, of course, in a few cases when the roaoufacturer sets up bis own sale? 
machinery, ho is relieved from tlio art of selling as it is performed by the whole. 
s.alor8. Thd manufacturers thus need not bo export sellers as they produce goods 
for orders. 

The wholo3.ilar renders tbo following Rcrvicc? to the retailor. The 
retailer finds it convenient to obtain in the warehouse of the wholesaler many 
kinds of goods and many varieties of each kind, drawn from many makers. 
Had the wholesaler not been there the retailor of necessity bad to wait for a long 
time to satisfy bis demand, becanso in that case, tbo retailer will be required 
to place different orders with differoot manufacturers, which would mean great 
delay and expense. The rotailer commands little capital and, therefore, cannot 
afford to invest it in varied stock. The wholesaler is an ever ready fountain of 
supply of goods. The policy of the successful retailer is to turn his stock over 
quickly, to hold at one time so much only of one kind of goods as will serve to 
meet his customers* wants for a short period, and to renew without delay any 
class of goods that be finds running out. The manufacturer cannot execute an 
order at short notice unless the goods for which an order has Leon placed are 
being produced in anticipation of demand. Still more imi>ortant is the financial 
assistance given by the wholesalers to retailers in those trades where whole, 
salers regularly allow credit to their retail clients. The manufacturer cannot 
afford to grant credit to retailors. The wholesaler benefits the retailer in 
passing on to him some of the' advantages of specialisation. The marketing 
function is perfonned by tbo wholesaler. BpocJalisation travels in both the 
directions. The retailer buys from the cheap wholesaler and the latter from the 
best and cheap manufacturer. Thus the retailer is benefilted not only by bis 
but also by his suppUors* experience. The wholesaler brings to the retailer the 
new tyi)e8 of goods for which a market has to be created. The wholesaler, 
being the controller of the supply, so to say, tries to maintain an eguiltliniim 
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Lelrrcen acmara uc<l sui.ply. In otter worda. it is ha who mimUjcs tLe riice 
level by ospansion or contratlion of tfao tupjJj of goods, as tha prices go high or 
coroc down Tesi-ectiTcly. 'llo uarket |iJco thus tends to ostilkto near about 

tUa coitE.il price. This tcgulafon o{ irice by contiolling suj idies minimises the 

risk of the retailers. 

The wholesaler IcDofits tbe ordiDarj public as weJJ. It would have been 
^o^y thff’tult for Ibo ret.nlci to offer a tetter choice of goods in the absence of 
wholesalers. The retailer supidies to the public a fresher and most uiuto.date 
stock of se.isonal and icrisbal le goods. Ae the manufacturers are enabled to 
S}oc’ali 2 o and I roduco in large quantities, the cost of production is lowered. 
The natural conscquenco of it is that retail prices are also reduced. 

Eliminating the Wholesaler. ILe tendency towards elimination of 
intermodiariL-s emanates irem tbc ideas of cutting out the f'ro&ts of middlcmeu, 
A Ncry cGpaiderablo maigio exists between what the faiuier recedes for his milk 
or his potatoes snd what tho botfoboldcr ghes whcD these necessarj- commodities 
roach his door. Where docs all tins margin go.’ It is, of couise, eaten up by 
a laTeO chain of middlemen. Erery link adds its quota lo tie prico of the gocxls 
tu cover expenses, wages, and profit, sod tbeso charges must be lustified by the 
adr.iDtagcs resulting from tho scrriccs rendered. 

The reader may now quite )ustifiable ask. "Is the wholesale trader 
needed There are certainly strong forces oporating to shorten the chain 
between manufacturers and consumers. In the first place, rapid comsinnlcatl o, 
Dat}oo.-il nowsiiaier advcrtiaipg. tbo |ost oificc V. T. P. facilities have put many 
manufacturers is direct touch with tbo consumers. In the second place, the 
growth of multiple ahoirs and dopartoicntal stores, has created vast retail organi. 
sations able to deal dirvet with manufacturers, aud Indeed to control them. In 
the third place, manufacturers is tboir turn have ojosed multiple shops for the 
sale of their products. In the fourth place, intenstre advertising of "branded" 
goods has enabled tbo m.iunfaiturcrs to comiiol retailers to stock their goods and 
to deal direct with tlicur. Is the last plate, the co-ojierative movement is largely 
iadapondent of the wholesaler. Yet the tniddlcmas survives. What is tho 
cxplaaation of his survival 

Tbo answoi lies in the fact tbat tho wholesalers' functions cannot in any 
case ho eliminatod aud thcio (unctions are much wider than tbs activities of any 
one retailer or manufacturers Xinder the yresent system it vvill never le jicssiblo 
for all retailors or all manufacturers to incoriiorate as part of tboir organisation 
departments doing the work of the wholesaler , and in only a few cases is it 
profitable for eithoi tho retailer or the manufacturer to attempt to do so. More., 
over ne'ther producer nor totailet is usually in a position to face the pric© 
changes arising from tho (luctuatiooa in the supply of goods. 

The functions of the wholesalers aro obviously important. In the main they 
are quite distinct from tlie tccbniui! problems of nunufacturerand tho commercial 
and psychological problems of rolatling. The wholesaler undouLtcdly permits 
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both tbc oilior p:\rlics to specialise to Iho groalcst extent and helps to balanco 
manufdctDring ami rolailing, and bonce to lessen the likolibood of mistakes in the 
anticipation of demand. 

-Whstbor or not it is advisablo or profitable to oliminato the wholesaler is, 
therefore, a matter to be decided in each particular case. For small retailers and 
for producers of j’orishabla goods iiarticDlarly, the nbolesalcr is probablj’ essential 
but in the case of the larger concerns he is probably an unnecessary link. 

Site and Location. As the wholesaler deals cxclusivoly with the 
retailers, the question of premises is not as important to him as to the retailor. 
Still, while selecting a site for the promtses duo considsratioa should be paid to 
its accessability to trade customers and convenience for the dolivery and despatch 
of the goods stocked by the wholesaler. Invariably, wholesale trade tends to bo 
localised into certain iiarts of the city. Again, in case of a retailer, well.filted 
promises are a necessity as he has to appeal to the individual taste. A wholesaler 
has lo deal chiefly with the buyers from the retail shops, and can easily dispense 
with those attractions. 

Pnrehase Policy. Buying commitments should be subject to strict 
Buiwrvislon, The extent of the buying commilmonts Is important, because 
sooneror later the goods will come in, and provision will have to be made to 
pay for them. In order to avoid OTor.bu>iog alteotion should bo paid to 
stocks in hand. It is bad business to bold more stock than the amount of 
turnover really warrants. To put It alternatively, care should be taken to 
avoid over.stockiog. Stocktakiog should ho resorted lo after periodical intervals. 
This will not only act as a chock on orer.buyiog but will also help the shop to 
avoid being out of stock. For tbero is nothing more harmful to trade than 
having to refuse goods which arc asked for, with the excuse ! "They aro expected 
in tomorrow," or some such apology. The orders for the seasonal goods should 
he based on the trade done last season, with a careful estimate of prevailing 
conditions of trade and prospects of good or bad season. Those data, as guides to 
the buying, can be aacertainod either from the iavoico fifes of a year ago or from 
Orders Outward Book. Unsystematic and careless buying results in overstocking, 
which tends directly to reduce the gross profit. It locks up capital unnecessarily, 
and may easily le.^d to the weakening of that credit which is inseparable from 
the good name of the business. 

Receipt and Storage of Goods. Tbo traders functions can ho anauged 
In a certain sequence something like this buying receiving, storing, showing 
and selling. Particular attention should, tbemforo, he i>aid to the carriage of 
goods, as carriage inwanis is a part of tbo cost of goods. Kow evidently, 
getting goods seat the cheapest as well as the safest will reduce costs. 'Safest' 
is said because, in tbo case of easily damaged goods, tbo cheapest way way 
not Le the safest. The extra carriage to bo paid on the ’'Coinpcny's llitik" 
will bo in the nature of an insurance against loss in tiansit. On arrival the 
goods should bo thoroughly examinotl. The system of receipt of gccds sLcuId 
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be one, wblcb Bboulil onsure that goods taVen inlo slocb are in good condition, 
Ihiil tlio quantity is right, and that charges, il any lor carriage, etc., are coirocfc. 

Boforo any invoices are pissed to the accounts department they should bo 
thoroughly chochod with legatd to the quantity, quality, price calculations, etc. 
In the end, the buyer who is rosponsiblo for the order should examine the invoice 
and initial it to indicate its regularity. This is technically known as “passing 
the invoice.’' Tho invoioo may now be passed to the accounts department for 
necoBsaiy entries. The invoice is finally lilod away in the invoice file under its 
distinctive number so that it mvy be ready (or loference at a moment's notice. 

When the goods are received thoro must also he some system in the matter 
of storage on the premises. If a wholesaler is also a retailer, the warehouse 
may be a place of unbroken packages and the shop for the goods broken out 
from the boxes or packets. There should bo a place for avorything and everything 
in its place in the warehouse, cellar ami indeed abo in the shop. The goods 
should be so stored that they may be free from damage and goods first received may 
ho first despatched !, e , the old stock should be brought forward for sale before 
the now is touched. It has boon well said that “Order is the heaven's first law.” 

Sales Organisation. The wholesaler has two possible alternatives of 
npiiro.ioh to the customers — direct iotorcourse with the customers or indirectly 
by moans of middlemen. Besides cootrolliog ths purchasing of his depart, 
inont each dopaitmental manager is responsible for disposing of his goods at a 
pioGt. Ee should be given a fairly wise latitude in fixing bis price. His romuners. 
tiou should be based not on the s-tles hot 00 the gross profits, lor if the former 
basis were adopted there would bo a tendency for the buyer to augment his 
sales by reducing the profit margin. If a complete system of budgetary control 
is in operation ha will be required to futnisb poilodically estimates cf his sales for 
subsequent periods. 

Though display and window.dressing is oot so important as in retail trade, 
yot the indoor Ralosman must fimctioo in & well-kept show room, whore retailers 
may inspect the goods. The ret.tilere do make periodical visits to the show 
rooms and give their orders then ood there. Sitting accommodation and other 
facilities should be provided in the interest of baainess. 

For his outdoor sales, the wholesaler depends mainly on bis travellers, 
each of whom la usually allotted a closely delloed district to canvass for gales. 
The traveller's job is not an easy one. His main consideration is not to push 
his sales but also to luild up a satiaCed clientele. His path is strewn with 
difficulties. He should also sci-vo the constomorS by advising thorn ol best methods 
of display, i^ssibility of changes in fashion or dosign, likely demand of the 
pro<lucls, etc. Boshlos keeping hi touch with tho existing tustomers. he 
must attend “dead” clients as well, who may very often be brought to life l<y 
attention to quite trivial matters. Ultimafoly bis tvsk is to canvass now custoniorj. 

Wholesale Advertising. Increasing sates should lo the aim of every 
31 
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traOor. The best way to push sales is tho travollor, ^Ybo can orapliasiso tlio 
special soiling points. The wholesaler’s extensive and ninltifarioug activities 
compel him to fall back upon advertising in trade journals and on direct mail 
advertising by issue of circulars, leaflets, catalogues and price lists. Such reminders 
despatched at regular intervals may be very useful in suprorting tho visits of 
travellers. Circulars must be prepared in the form of a personil letter. The 
extra exi>0nse of postage must not be grudged, and tho method of duplicating 
must bo employed which has tho resemblance of an individual letter. In^'ariably 
in big businesses one finds a Publicity Department which prepares price-lists, 
catalogues, leaflets, etc. In tho wholesale trade, press advertising should bo 
limited to selected trade journals, otherwise the cxi^nses may be a risky 
investment. 

‘’Branded” Goods, Tho wholesaler before resorting to advertising should 
gel a figure or picture registered, which will bo assigned to his goods, known 
as ‘Trade Jlark” or ‘'Brand” respectively. This will make known to tho 
public that those goods are manufactured or sold by a particular trader. The 
advantages claimed on behalf of such a registration are : Special demand 
can bo created for such goods. The price can bo fixed by tho *producor io the 
interest of the consumers. The manufacturer, to maintain bis good name, 
does not lower the quality. Once confidence is created in the public, the cost 
of soiling goes down considerably. Sometimes tho wholesaler may bo dis. 
pODsed with, Both the wholesaler as well as tho retailers arc benofitod by this 
form of publicity. The retailer is assured, more or less, of a established 
demand. Tho quaMy too can be standarttisod. The disadvantages, howc>'er, 
are that the retailer has to sell goods at a fixed price and that he may not bo 
allowed to sell other goods of a similar typo- 

Complaints. Is the customer always right ? Some would say ‘Yes’, 
while others would go to the other extreme end. The arguments of one who 
replied in the affirmative may briefly be stated as follows : — 

The customer alcae knows exactly what is Wanted and the pari^ose to 
which an article is put. It the cuslomer declares that tho price is too high or 
that a similar artwlo at a lower price can bo obtained olEowhero, ho must bo 
regarded as right. A fneodly inquiry .about the price the customer is prej^red 
to pay, and of the prices charged by the comiiotitors glvo proof of an iotclli. 
gent business interest. \Yherc any complaints about quality or durability of 
goods purchased aro made, the cuslomer is definitely right. It is nsolcss to 
pass on the blame to the manufacturer ; this merely proves bad buying on Ibo 
part of the firm, Boplaco the goods or effora cash refund as an indication of 
good faith. 

The antagonists, as a matter of course, cannet see eye to eye with their 
opponents. Their arguments may be put forth as under ; — Tho customer 
cannot be expected, in the majority of cases, to knovA nearly ns much about 
morebandizo as the salesman, who should bo u siajcialist. Any criticism is 
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thoioforo, i>iolul>lj lUio tn ignwanco Whore tho piico is stated to Lo too high 
somo possiblo suhstituto at a lowoi piice ghouW bo offered. Customer'i 
decLrations about cotni>otiti\e pricos oio usually cuoneous, tho difforenco in 
in-ico being duo lu most cases lo difforonces >n quality. Cheaper grades must, 
thoroforo, bo intioducod to moot tho roQuhemonts of tho cheap customers. If 
tho complaints about quality ond durability are tho result of unreasonablo 
ospoctations on tho customoi’s part, Iho Bupoiior niejit of high priced articles 
shotifd he pointed out. 

If any comphiut is lodged by tho custemor it should roccire minuto 
attention of the higher authorities lire letter must bo nrrmoJiatoly ropliod to 
in .1 polito tono and assurartco should bo giren for the non-ropctition of such 
a irr’stako. It will bo bettor lo i>ay sorirctliing by way of compensation to the 
customer, and to keep him satisfrcd, r.ilhor tlion to loavo his custom. To 
coiilcudo, thoroforo. a satisfied cuatnmoi is tho l>03t ndrortisemont a finu can 
huro. .\ small loss borno ih giMUg satisfaction is a pormanont investment 
llwl will yield lim-tJoss clirrdends. 

Control of Credit and Collection. Credit sales a'O piodominnnt in tbo 
wholosalu ti.ido fin tv.0 reasons, rirelly llio average si/o of an ordo^^ in tho 
who'esalo trade is consulorably larger and not infrequently the order may 
oxteud over various deimrimonts . aod if the sales were mado on tho c.v8h 
liasij, tho hiiyor bofciio ho could settle up. would have to wait for t]ie receipt 
ond tho invoice. Thus time rs saved. A customer usually his to mabo 
fioquont puroliasos from tho wholosrler. If each of tlioso wore to bo settled 
for cash thsio would be consMeniblo waste of time and labour. Hodco ft is 
usu 1 for tho wholesaler to rcndoi his customer's accounts at regular intervals 
and for payment thereof to be made in one lump sum. Moreover, arrangement 
ni-iy be made between tho witolosaler and the retailor tint tho fatter would 
pay his account within a stipuUtod poiiod and shall rocoive cash discount if 
pvymont is made during that time. 

.\s in the case of stock, so in the case of hook debts tliore aio two points 
at which credit must lo carefully watched 5 (1) on the granting of credit — to 
make sure that credit is uot given in quarters wlioro it will bo abused, (2) when 
accounts piss tho duo dato without hoiug paid— to prevent theta from remaining 
ovoTiilio' uTuy- itrtPgoi" illiu- .."nr Jw JmIrim’ nhr inojiwavtiar lOvhi' Jlahtau? 
Account nt Che ond of each month may he veiy helpful in this case. 

Tbo nest point is how mquirios about now customers are to be made, In 
the fiist placo, tho wholesaler can write to a business friond, who lives in the 
same town to which tho piospective customer belongs. This is probably the 
easiest and the best. In the second place, he may ask the would. be purchaser 
to moiitiou the nvmos of at least two referees fiom whom an enquiry may be 
made. This method is most common. In the thiid pheo a relorenca may be 
made to tho bankers of the would-be customer. In tbo fourth place, if the 
prospootiTO customer ie a member of a trad? association, it may throw li^ht 
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on tbo financial standing of its member. This kind of inquiry is limited only 
to tbo members of the a'^sociation. In tho fifth iilace, in the industrially 
advanced countries there are professional undertakings vrnich devote themselves 
to the supply of credit information, in return for a certain remuneration and are 
known as Information Bareaus, 

It is a wise i>olicy to ho pursued not to open accounts without the specific 
authority of the credit department. It is necessary to see that the account 
opened is only operated upon within the limitations anthorised. This, of course, 
involroa the limitation of credit authorised heing communicated to the ledger 
dork. Tlie limit both as to amonnt and as to time would he stated at the head 
of tho ledger account. 

It is a good pbn to arrange that each ledger clerk shall, as a matter of 
course, report all overdue accounts to soma prescribed authority. As soon as 
the accounts become overdue a written application for payment should Le made. 
If tho account remains unpaid in spite of repealed applications, some more drastic 
stops must clearly be adopted. 

Control of Cash. The precautions that may be adopted by the i^roprictor 
of a business to guard against misappropriation of cash by the cashier are as 
follows 

The cashier should not be allowed to have access to the ledgers or looks 
of prime entry. All conespondence should be opened by a responsible oflicul 
and cheques and postal orders received should be crossed especially and marked 
‘Not Negotiable’ and entered in a rough cash book or cash diary by a clerk in 
attendance, which should be checked and initialled by both the official and the 
clerk. Tho remittances should then be passed over to the cashier who should 
prepare counterfoil or carbon copy receipts which should ho signed by a 
responsible official before desi)atcb to the customers. The unused stock of 
receipt books should be kept under lock and key. The cashier should make 
ent'ries" m ill’s" casd duml' livnir »himf; tfiKrarh’itiViirfdopuyiiii-doail" 

and bank the entire cash every day. There should be a sound method of. 
recording and checking each sales. If travellers are allowed to collect book 
debts, they should he subject to proper sapervision. All payments save those for 
small amounts should be made by crossed cheques. All invoices and statements 
received from creditore fhohid be chocked and initialled by those resixmsiblo 
for checking them. Every payment should be passed by a rwponsibla official 
before a cheque is drawn, and at the time of signing cheques the official should 
see that the payment is in order. A sound system of internal check should be 
in force in connection with the payment of wages, Vouchere received for 
payinoata made should bo examined with the Cash Rook, and should be properly 
numbered and filed. The Pass book shouIQ be periodically chocked and 
reconciled with the Cash Book. At irregular intervals, the balance of cash in 
hand should be counted by a responsible official. 

Control of Expetiditore. For the sucoes.^fql rnoping of a bngipegs 



INTERNAL ORGANISATION OF BDSrNESS nOUSES 245 

liroparation of rotnniB Rtiil comimtation of tallos ncd stsUstics with lesml to 
I’urchasc®, falo«, stocls, o^lionsoB, otc, is indisioueahle. 'ilia tables can also bo 
roprosontod by moms of diagraua and graiihs. In somo wajs inesentation of 
etat'stics by graiili ia more sinking thao ino-jont.ition in tabulated form The 
systom of returns and jeporla, in any largo concorn, forms j'ait of an organisoc] 
system of Budgetary Control or sciontiCc fiamcial uiuur.gcmcnt, wbiuh laroUea 
the getting up of a standird for erory nioasurablo commercial and industrial 
activity, with a yiew to ensuring that the programme of each department is 
entirely adjusted to the pel'cy of Iho business. In this way, dejartmental 
heiJs are tied down to (ho oi.tct stitomout of (vhat they can do on the has/s 
of an agreed policy. The first Btoj) to ho til.cn while mtitxlucing Budgetary 
Conlrnl is to estimate the vohiiuo of s.tlo3 for the |<ariuil (siy one yoai). Such 
a forecasting requires an oxlnust'vo anilysia of ovoiy elcniont ontoiiug luto the 
mail.et conditions and will juobibly raiso tinny piobleins which wuie previously 
unnoticod. Ihe piogminuio and oxt<cn503 of each dej irtmont aie then ileleiniin. 
od on the basis of sales quota. Ihe a'lvcrtising espenses are also allocated , 
the cost of puixhssmg and |».>ductioQ expeuses ou the given Cguios aio estimated, 
and, espeadituro on rent, lates and Uses, office and dhtributioD for the i>eriud 
IS calculated These figures will rhow whether the estinuted volume of busiuoss 
is likely to cover expenses aud bow fvr it is safe to lower down the price. 
Budgetary control, liuwover does not end hoie, it requires that periodical 
reports should ho pioperei showing how actiul losults compare with the 
estimate, and those should l>o submitted to the Budge ary Controller, who U 
genorally tlio accountant. Thus the control of purchusos, sales, stocks, book 
(lelH and of prosonting peiiodical statements to the nnnagement is an ajiplicatfon 
of budgetary control. 

Test Questions 

1. It Is Slid that tlio cost of retvil services IS veiv high today. Do you 
agioo ? Could you suggest a w.i> l>y which the cost could be lowered ? 

(Bombay D. Com. mt). 

2 Analjse the fictors which infiuenco the efficiency of a retail 
organisation (Bombay B. Com 1945). 

3. Why IS a hrge. scale retail organiaxtion more effioiont tiian a small, 

scale one ’ (Bombay B Com 1942). 

4. Wliy is tho efficiency of ni.anageineat greater in large firms than in 

small films ? If l.'irga.sc.ile management is moio efficient, how do you account 
for the evistonce of a mimhor of small fiims I (Bombay B Com. 1941), 

5. Briefly doscribo tho various forms of large-scale business which havo 

hoconio prominent ill retail fjado. What has been tho effect of the increase of 
Miiltiplo shops ? ('/Iiifl7ia5(i[f B. Com. 1936). 

G. How would you oiganiro a dopaitmeutal store ’ Discuss its prospects 
ip India. (Allahabad B. Com. 1910). 

7. Wh.it causes hara led to the growth of tfi* Multiple Shop S)Stem Iq 



24G BUSINESS ORGANIZATION 

tho retail bxisinoss ? ITov^ {g jt that this syatom lias not so far novcloi'tod much 
mTmlia? (Alhhihal B.Com. IQ.V), 

8. Distinguish L'etxvcon (n) Multi|ile shoj's anti clejiartmental stores; 
(b) Hiro-imrcbasa anil acfon-etl ixiymout sysloms. (Eomhay B. Com. 1947). 

9. Giro tho ailrantages anti dfsoiUantages of Iiiro-purchaso trading from 

tiio po-nt of viorr of (a) buyers, and (h) sellers. (Agra D. Com. 1944). 

10. What is instalrnont selHog? How docs it differ from tho hire, 
purchase system ? Do they help to focraase sales ? (Bomlsg B. Com. 1945). 

11. Tho owner of a small retail shop finds his business declining due to 

the opening of a branch of a multiple shop organisation in his neighbourhood, 
^Vhat slops would you advise him to take (Bombay B. Cot/i 1942). 

12. W’hat services aru leadored by wholesalers to retailers ? Should the 

whotosxtors he elirainatoi? ? r/7o77if»ii»/ II. Com. 1947). 

13. Outline briefly tlie organisation and describo the functions of the 

purchase department of a commorcul fiim. What nro the adxantages and 
diaxdrautages of large-scale buying ? (Bombay B. Com. 1941). 

14. Why do manufacturers usually prefer to entnist the marketing of 

their producls to a separate orgaoisatfoo ? (Bombay Ti. Com. 1937>}. 

15. Outline briefly the organisation and describe tho functions of the 

Credit Department of r. comiosrcial firm. What methods nre available for eo. 
ordinating the activities of ths Credit Depirtmeot with the work of .the Solos 
Department ? (Bombay B. Com. 1940). 

IG. Outline briefly the organisation of a sales Department. Is a lai^et 
Mies Organisation more efficient than a smaller one ? (Bombay B. Com. 1930). 

17. Describe the internal organmtion of an Indian wholesale firm 

engaged in any distributive trade. (Agra B. Com. 1946). 

18. As the general manager of a largo wholesale firm, what system of 

internal organis.ition woold you introduce with a view to preventing the mis- 
approprialioo of cash ? (Ayra li. Com 104oL^ 

19. What are the chief characteristics of a mail-order businols ? Can it 
La a sviccossful agency for retailing agricalturul ^x)ds in India ? 

(Agra B. Com. 1918). 

20. W’hat are the various difCcnlties in tho way of the adoption of tho 

hire-purchase system in India? (Bombay li. Com. 1935). 

21. What attractions does tho hire-purchase system offer to the pur. 

chasers ? Dasertbe the features essential to an article suitable for hire-purchase 
business. (Bombay 11. Com. 1935). 

22. Discuss the relative advantages and disadvantages of being a customer 

of a large department store ; fftl a small retail shop-keoi>er ; and (e) a co. 
ojierative distributive society. . (Bombay B. Com. 1938). 

23. W'hat ady.iut.iges does a large retail store, like a departmental store 

or a chain store, enjoy over 3 small retailor ? Do you think such a store has 
any future in Jnflia ? (Ayra B. Com. 1947). 
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BUSINESS COMBINATION 

T}io outlook o{ till) lUth contury u|>on tlio economic onlor uas iiicicaBiiigly 
'lotnludlcd liy iliQ Tiow that fii|>)>Iio9, |>rice9. i-rofits ami wages weio best left to 
look after tlicinso!\ts. l«i Iho .Stato gi%o no |>ii\iicges nml sot no imi'cdinients, 
let it lca\o llio Lusiuoss «urM to ila own <lo»icO^. anil the natural law would 
ensuro that all wonUl l\<j toi tlio boit Iho dosiio (or gain would urgo oacU to 
*o.uin)um ofTorl . ami coiii|>utitioD would haimoniso 9U]>|ilic9 and loijuiromonts, 
"ould vnsuro tlial tlio Io\ol of wages. |>rico9 and inofits woro about wbat tLoy 
to lo, and would oinko for tlio olimiuatioo of the less Ct ocuoomic unit 
®nd tlio Burtt^al of tlio nioro fit. 

^'hat was not sufTicioDtly roalise<i by tlioso nlio bclu}^od in tbe abose law 
of coniixitition wus that tlio law will ficoly oj>orato only wboro n condition of 
t'OTlcct oconomiu (rcoeluiii |iri}%ad9 and tlial it will oj'eiato to best j'Uii’WO only 
wlicro buyors nml sulIoi'H h^l^e tbo widest koowLdgo of i<rcssDt and iirosi'uctito 
doninods, snindies and i>rito3 A condition of economic froodem doniands some, 
tiling more than iion.intoiforcnco on tlio pail of the Stnto , ft deiiiands Iho 
uniiiipudod (ICC0S3 of all btoors to all scllors and tlio absence of all action in 
restraint of fiuo compctitiou on tlio part of those eogagod in industry. At no 
time has sucli a coodition pro%uiIod o\cr tho whole industry and trade. It was 
probably most ooarly reached in tho first half of tbe IQtb century whoa, 
following U]iou the gro.it iotontions. tbo improaoment in transport, and tho 
, oitension of Joint stock financiog, now enterprises sprong up and oiTcied tbefr 
wares ^ilh a minimum of collusion oror oxtonsno arori , but e>on then economic 
freedom was far from I'cifect, end it was to become slcadily less Eu In tbe 
last quarter of tho lOtb century ti norr law began to fotco itself on the attention 
of tbo econoniic world ; tho Iiiw that “cOinjietition hearts comhinalioii" • IIow. 
e>er confidently it may bo assoitoil that coiuiiotttiOR iv only human n \tuco. it is • 
not in lium.in natiiro that two. or Ion, sul'oie bhould go on umloiciitticg each 
other to the ndcrtiitigo of buycis wlion by agiooinont between thonisehos they 
uin esi^h])gh a IVI 1 IB 2 V 11 Syn i-/k<j or ooatrol tho outi'nt jncfsol-oep 

pricee aboco the comifotiti>o IotoI. It is this socood law that has already come 
to ong.igo tho attention of gorornmonts in many countries and is likely to 
constitute one of tho major problome of go\erDment for many generations 
to come. 

Nonotholoss, comjxitition still pierails o\or wide areas of trado and in 
examining tho nature and goTornance of demand, siipj ly and price, it is still 
most contonleuco to assume fico coiuiiotitian and Ihun to enquiro into tbo extent 
247 
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to wfaicli tho 'lunitcitioti of cooipeUtfon by external circuiustaDcos or by the 
deliberate action of inlorcstod ijarkJos nuHiOes tho conclusions reached, 

There comes, however, a stage at which the continunneo of competition 
along tho old linos is actually dotrimontal to industrial efficiency. Aggrosaive 
competition exinjnds ofTort which might much fnoro banefieially he given to 
imjiroving and choajioning method, process and product. Undercutting among 
rival manufacturers may load to goods heing sold at cut-throat prices, but the 
price uwy nonetheless bo bigbor than it might ho if tho individual firms were 
in friendly communication or if the manufacturers were concentrated in a few, 
instead of boing spread over many, establishments.. Competitive production 
often means a wasteful iluplication of activity and plant. When such a stage 
is reached or when induatiialisla wake up to the fact that there is an easier way 
than comjtotitiQQ to the ends they pnraue, comi>etjljon gives place to combination. 

Causes of Combination MoTement. The varions causes that brought 
the combination movomont into being may be stated as follows 

1. Towards the end of the 19th century there was a marked decrease in 
the opiwtunity for spocuhtive gains along the old lines, Forpjerly there had 
been a wide field of natural resources to bo oiploitod, but this Cold had boon 
narrowed down- Consequently the old op|»ortuniUes for great gains through 
Qx^ilolting such fields rapidly diminished. This fact, when coupled with the 
desire for gain through the caiploymont of a large amount of capital and & 
multiplied labour force, impelled industrial leaders to seek now Colds such as 
existed in control of manufacturing Industry through comlinatfon. 

3. A development in tho character of marltels and business risks came 
to a head. lUarkets became world.wido and business risks were Inctoasing. 
Hence tho way to control the business situation and reduce the risks of 
exchanges was to combine the dirocUon and management of tho various* 
producers. 

3. The most important cause was the Increasing Rcverity of comjxstitioa. 
With modern hrge-sOule capitaJistfc production, competition often becomes cut. 
thro .t and intensely wasteful. Transportation devolopinents also increased tho 
Intensity of comiwtit'on by building up larger business units and then adding • 
to the force of tho clash between ibem. Tho severity of competition was 
increased by the fall In general prices which took place at the end of the 
19th century. 

4. Tho desire to secure iwtontial gains by regulating prices and trade 
condilions encouraged combimtiions. Moio lurllcularly characteristic of the 
lime, however, was an almost conscious roalisation of tho iiossihititics of profit 
on a large-scale production of tho connnon nccossarios of life. Captains of 
industry arose vv ho saw, first, that great iirofils might be made by eolling largo 
quantities of sutb products even at a small profit |icr unit, and sec-ondly that in 
fioUing such things monopoly would luvo groat power because tho demand for 
theiu docs not fall off rapidly when prceoa aro raised. 
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5. Tho taiiff fiicilitatoil this movcmont by raising a wall against loroiga 
compotilion. Onco piotcction 13 grantod to an industry tho outside competition 
disappears and fortes aro at once sot in motion which oncourago combination 
in that industiy. 

G. Tho (lo\olopinont of joint stock ontorpriso was itself a factor in 
facilitating cocfibiti.iLiona. Thioiigh tho agonty of joint stock shaioa tho control 
over a largo nuiiiljcr of business orgauisttions uuy loatlily bo concontiatod m 
tlio hands of a fo\\ men. 

7. \\ hen businoasQS tends to incioaso in si^o. tharo is a docroaso In tho 
nuinboi of conipotitoia, but comi>olition bocomos keonor. Under tho old 
conditions iicraoiul oloinont and uustumiry scruples hold considerable! sway, 
but undoi tho stiess of toiui>etilioQ productivu otouomios are siju.inderod partly 
in advertising, otc., and puUy in tho form of cheaper prices. Ibo intensity of 
competition thus guneiatod undor du>ulotiod capiLiUsm drives tho competitors 
to seek BoiiiQ ariaDgoinoiit with uno another 

8 Tho combination umomont can bo partly accountod for by iuduatria! 
and totIiQic.\l conditions. Modern tocbniijuo dooiands largo scale ontorpriso 
and consQiuonlly favoui's combination. Thuio oio othor loasons, however, 
which, i( thoy do cot inituto. ejioodud up this natural piocess and were most 
appaiont iu the oaonomio conditions of ditloront countries which prosallod after 
iho World War I. 

Maldistribution and dislotalion of industry wore caused by tha war in 
all countiios svbicb pirticipa^ol in it, but the effoctof this dislocation waa not 
alleviatod but aggi&vatod by tho t>oaco treaties. Lai gor economio entities were 
broken up ; a number of new statos wero croalcd ; economic nationalism of tho 
Worst kind made its appearance ovorywhoro , industrial areas turned to agrieuK 
turu, agricultural countries built up industries with little or no regard to 
productivity or industrial efficiuncy , and Uiiff walls wore elected. Ovorstocklng 
of raw inatoiials in agricultural Linds and of tnauufaclurod goods in industrial 
countries, chiooic uiiumployment, and a Urge destruction of hsed capital wero 
ovurywhoro the consar]uuni.o. It is but n.iturul that undor those conditions 
European industry turned to form combinations as its sole elleetive remedy. 

Another phonomonon after tho last war that intensified the combination 
movement was tho great attention paid to rationalisation in the post-war years, 

All tho loading industrial countries have mado sorious attempts to rationalise 
their industries, and the combination movement is one aspect of rationalisation, 
Most of tho economies contemplated under rationalisation cannot be effected 
by small business units or in individual onterpiises. In the face of hard postwar 
comi>etition with increased production and dwindling ovorsoas markets, all wore 
haid piossed to reduce their cost of production and to be able to keep their hoacla 
above water. There was a run for safety and this combination movement was 
one of tlio'^e safety devices wbicli onahlod them to have some economies of large, 
scale production. 33 
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Forms of Combination. The rejnlativo ns clislinct from the rurely 
comrolitiTa rrincirio ot Irado and prodnction has an ancient and histone origin. 

Joseph, as com controlier of Egypt ,yaa representing a porveifulfocd combine 

sebieb attected a substantial portion of the then knonn erorld The ancien 
guilds in Great Britain and the Continent ot Eiiroi-e eontrollcd industry and 
trade, in their then very limited sphere, by regulation and cooperation, thus 
restraining competition. Today the small manufacturer or trader nho-increisos 

the number of his establishments simply epplies m a limited degree t “ 

combination. By utilising his own dircetiye force and initiatire over 

area of trade ho hopes for an expansion of turnover and lire ts wi ou i o 

hiB prices. 1 

Thus. throuRh history, commorco and induitiy U\e Ucn 6 
govemed by free competition on tbo ono hsnd, and L> rrgn atjon an 
nation on the other. That is equally true of medern private an wpi^ 
enterprise. Combinations are known by different nemea accoi mg 
they nsaume, such as cenTentions, rings, comers, cailels, , ,,„a nBiEeiy« 

and trusts. They may however, be divided into cannot 

(0 Cartels or Associations, and (ii) Trusts or Combine?. ^ 
bs applied to either of these terms and treqncnUy they aic nred n c cb«6 
The transitions from one type to the ether «>“ ''.'1’“'’ ‘ . c 

variety of ways. Hence ills bettor to „ that of the 

certain types, aOcording as they most resemble the cartel loimo 

combine, 

The Cartel or Association 

simiIar\rnlel\TindrryTsirbIil'd^^ 

in character. . ,, 

The cartel is a looser foim of induElrial comlinalicn Eudlt allows tbo 
different businesses joining the comhinalion to retain a suhslsnlial amount of 
iudividualily and liberty. It doe, not directly control the mamsgcmeulo lh 
different bnslnosres jonining it and it decs net fix a „ni onn rale of pmiil fo 

alt those businesses; it gcncmlly Cxes -"’J I 

eommedity produced by the different businesses and it also regnialo. llieir out, . 
With its looser organisation it can be mom easily formed and »f’'> 

dissolved. The earlel system pvoT.ils largely in Gemiany, Austria ftig.um 
and other eonnlrics ot the European continent. Some ot the poworinl cartels 
are to be lonnd in the pig iron, steel and manulaolnrcd metal trades in Germany 

Cartels have with some amotint of iuslificalion 1 cen called the children 
ot dlalresa." Unrcslrictod com,«t!tion baa otlon led to an ielolembla stale el 
affoira or even lo the complete min of comioliug ontorpriscs. Buah coni|e. 
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tition is not always ono of pricos, bat somatimes has reference to quality or 
terms of iiaymont, and often loads to tho anrostrictod production by the single 
business and the flooding of the market with unsaleable goods. There is only 
ono means by which such a drawback can be overcome, viz., an agreement 
among the competitors thomsohos. Liko ozhaustod parties in a war, they 
conclude peace- by handing ovui to a canti il ilei>ot the weapons of competition, 

such as the fixing of the sale pricu, the quantity of output, etc. As a matter of 

fact most cartels ha\o oiiginatod in times of crisis or of distress in certain 
blanches of iudustiy. 

Forms of Cartels. The different forms of cartels are those which aio 
concerned with business conditions, piico roguUtioo, quota fixing, and the rogul.u 
tion of iiiaiUots. 

JSifiiness C'lntlilion^ Co.oj«ii.ttion is extensively directed to the purpose 
of regulating conditions of sale, osixiciall) in relation to conditions of delivery 
and of payment. 

Price llegii'afian. .\ moiu a«lvanoOil lyiw of cartel is that which has 
as its basis an agreement goveioing selling prices, To simplify control it is 
necessary to set up a central sate office serving the joint interest of members, 

Owing to the existence of tow.cost intxlucors and higb.cost producers in 
®Tery industry, tbo tendency is to fix the level of prices beneficially for the 
liieh.cost produceis. This inevitably anlagonisos consume! s and also attracts 
outs'de competition Fuithermoro. the low-cost producers are unlikely to be 
Batisfied, evao with tho higher rate of profit, because they have sacrificed their 
competitive power for the booeOt of those less well situated. Any pressure of 
outside comiiotition usually results io tho secret brealiog of the price agreement 
by means of rebates or other iodiicemeDts. 

Quota'Pixinff. To overcome the obvious disadvantages of the price-fixing 
caitol, it is usual in inteioatioiul industrial agreements to introduce a “quota” 
system which either divides the total sales between membeis, or fixes the 
quantities which members are allowod to produco. Such arrangements involve 
tbo creation of effective supervision, which may take tho form of a central 
company to which members supply the required information, or there may be 
established an organisation which receives orders and distributes them to members 
according to their respective quotas. 

Tbo most complete cartel organisation has a separate company which 
operates as a central sales office foi the members, and sells the entire production 
for their joint account. It is not uncomuion for such quota cartels to allow 
members to produce in excess of their quotas, subject to tho payment of componsa. 
tion into a common fund for tho benefit of the othor members. 

PegahilionofMarlets. An alternative to the quota system based upon 
production or sales is the "torritoriaT, cartel which has as its basis the allocation 
of markets amongst its members. 

In many cases cartels embody the principles of more than one of the aboye 
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incutioncd tyjxig, whilst jiractically all will roiiuiro to iiitrodiico Ihu siiniilo first 
typo of regulating conditions of sale. 

Much of tho criticism ogainst cartels is duo to the socrocy which surrounds 
Iheir formation and the lack of publicity relating to their activities. Consumers 
sro kept in ignorance of tho policies which direct them, and are in consequence 
unahlo to judge whether in the long run the working of the Hrtcl will he to 
their advantage. It is a common holiof that when an industry is controlled by 
a price or production cartel, tho incontivo is removed for tho advancement of 
manufacturing methods. This view does not take into account the constant 
dosiro of cartel mamifacturors to incroaso tlieir profits, and hecanso tho volume 
of production ,and tho jiricc and conditionii of sale are cootroIJed, the only 
possible way of doing this lies in tho direction of imin-oving efficiency, and 
thereby reducing costs. The tondenc}', therefore, is for cartoJlised industries 
to adopt tho most up.to.datQ technical ioiprovomonts both to reduce costs and to 
improve the qu.slity of tho procUicts. 

In other ways too a cailcl can acldovo’ imrort.int benefits, both for its 
marahere and conaumors. Uconorafes can bo ofi'ectcil in research work, m 
trading costs and in publicity oxiicndituro. Considonvllo savings can also 
bo made in distribution by tho elimination of unnecessary transpWtation costs. 
Given tho higher development of cartel administration in conjunction with a 
moderate price policy aimed at increasing consumption, there is good reason for 
consumers to regard cartels as beucficial to thoir interests. 

The Economic Policy of Cartels. Tho economic policy of cartels is 
guided by the desire to effect with united forces a satisfactory sale of gcods or 
services for their members. The. aim is to control os far as possible the 
supply of tho goods so that prices may bo regulated. During the period prior 
to the establishment of a cartel, competition among the undertakings leads to 
such a depression of prices tb.vt an improvement can he oxi'ected only by a 
restriction of competition. Tho cartel aims at securing this restriction, but in 
its lowest stages of tfovefopment it does not coropfetoiV attain tiiV owe'. 
are always loopholes which causa internal competition to become active or 
which render possible outside comiietition. Not until a higher stogo is reached 
does tho cartel become a weaiwn for influencing prices, (or the regulation of the 
turnover, and finally for the regulation of the output. 

Thus tho policy of tho cartel is to interfere in tho first instance with the 
Independence of the affiliated undertakings to such an extent that tho former 
character of the undertakings is completely changed. Tho organisation of the 
cartel takes ‘over the whole sailing activity for tho affiliated undertakings and 
controls the extent of production. Tho autonomy of the individual under, 
takings is thus lost to some extent. Still more significant is tho economic i>olicy 
of tho highly developed cartels in their relations with customers. 

Since tho greater jiart of tbo total supply of a certain commodity is 
concentratetl iu the bands of (ho cartel, i( assumes, a position towards tbff 
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imliviiliml cusloiiioi-s wliic}» is tlio Rlinngor. tho nioic sciiltoi'ccl is the (lemunt]. 
Thus it ohtiins the power to fis piicos one.siilcilly. llin customers liase simply 
to Buhn it to tho i)rico policy of the cutols. 

However, this bj no means o\hausls llio economic ))Owci of the cartels. 
Cartels of I'lotluccis aim 'it bringing the iiiuMleinsii into ,1 deiDnslont position 
and at eliminating linn wliorctor iHissililo. In many cases an attempt is made 
to bring tlio whole pioo'ss of disliibution within tho si>lioro of the cartel. Not 
only is tho tecliiiiiiuo of production as ropjosonted by tho UDilcitakings brought* 
nnilor tho control of tho cailol. hilt also the wl.<ilo process of distribution down 
to the diioct consunu’i In the ondeasour to cany out these aims oLstacles 
natuijllv pro'ont tlicinsoKos. 

r.speci.alli ilo the uaitcls find it \oiy difficult to induco all undertakings in 
question to Locome afllliated. I'lequcntly oulsido undertakings eu]oy all the 
fldvantigcs ncciuing fiom tho C.11I0I without Iroing compellcil to submit to the 
restrictions out lilud by mcinborship. 'llius tho so.cillecl oulsiilors locomo ii 
['leit danger to tho policy of tho cntol It thoroforo bosoiiios incuoibeut upon 
tho caitol to mduoo the outside undoilukings to ontec into ultiliatiou Ibis ottou 
takes place by the adoption of questionable pr-icticos. \ lolont competition uiay 
nriso Lotwoon the cntol and ouIshIwis. w I nch is fought out priiicipaliy tbiougli 
tho regulation of prices 

The outsiders, howovor, aro not tho solo oiuiononts of tho cartels. Com. 
petition with the c.irlels also do\clo|s from another side. Where the witel 
embraces tho wholo of a national ecoDo.nic .uea. foreign compotition m.»y enter 
into consideration, Where the caitol is only national, in the osent of Its 
success, now competition may aneo within the nitional economic area itself, 
Thopolicj ofthoe.utol must he to light agaiust or in some wa> to prevent 
this opposition. 

Cartels make a distinction hclwcou those mirket are.a8 in which they aie 
the nndisputablo masters of the supply and tlioso lu which their mislery is 
disputed. Within tho former they can imiioso their oae.suled prices, whilst 
in tlio disputed aioas they must have regnid to couqiotitois !i!io possible losses 
fiom tho sale of gorxls 111 disputcil areas aro made good ns f.ir as possible by 
tho charging of higher pi’tes in Iho indisputable aroas. 

Dangers to Cartels. The constitution of a c^irtel is not of a firm and 
cnduiing clnnictor, and it 19 tliioitened I y Iho following dangers. 

1. The failure of Hi members to leep (httr arrangements. Every 
member is of couise obliged to fulfil the terms of agreement and to submit to 
tho teims and conditions of the caitel As security against unfaithfulness, the 
cartel has often nothing more than creJit documents, such as bills of exchange, 
which aro not always acknowlodgotl by the Courts. The cartel is practically 
powerless against tho secret and indirect lianegiossion of tho conditions of the 
cartel, which is often resorted to by tho delinquent members, even if agreements 
end terms have been most carefully and strictly drawn up so ns to safeguard 
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against such eventualities. Very often it Lappons that the chief cause of the 
dissolution of a cartel is the infidelity of its luemhers, 

2. The perioJ of duration. A cartel is always arranged for a certain 
period, .such as a month or Bcvoral months, but only rarely for a number of 
years. The question of the renewal of such an agrcomcnt is always a very 
uncertain matter. Especially during tlio List I’criotl do the members ontoitain 
the fear that the cartel will not be renewed, and in such a case tiiey must 
prepare thomsolvos at the beginning for such times when the cartel will he 
dissolved. 

3. Ouifiiders. The greater the pai ticipation of all onterjirisos of a 
certain kind in the cartel, the easier c.an it achiovo its purpose of aboHshing 
competition and of maintaining a certain level of prices. The larger the iiorcentago 
of those who do not join the cartel (i. o.. outsiders), tlio weaker is the cartel. 
For a cartel to be permanently successful, it is necessary that as many interested 
firms 88 possible should Join it. Dowovor this is a difficult matter. 

4. Krw promotions. It is only in the rarest cases that tlio power of the 
cartel becomes so great that the promotion or foundation of a now enterprise cun 
be prevented. New firms are constantly arising which compete with the cartel, 
esvieofaHy during the period of rising prices. These new undertakings always 
form a source of anuoyauce and increasing danger to the cartel. 

, 5. Vissatis/ied Members. It is clear that the indiridul members of 
the cartel consider themselves more or less hindorod in their development, tbe 
greater the number of functions which are taken over by the cartel. Esrecialiy 
Is ibis tbe case if the cartel agrecnaeDt arranges tbe quantity of output, for 
then the most efficient firms which would olborwise extend their works are 
now prevented from so doing. Naturally such firms demand better terms for 
themselves, which can only be made at the expense of the other members, and 
therefore a keen struggle ensues. If such terms are refused, these more enter, 
prising uifits of the cartel may join tbe "outsiders’* and form with them a 
competing cartel, or, in the last resort, they may be the means of comjjelling the 
cartel to dissolve. 

The above five points would demonstrate that a cartel can be conducted 
only with difficulty, and that it is continually liable to dissolution. It is chiefly 
for this reason that so few cartels have a lengthy term of life, the constitution 
always being in a state of flux. 

The rapid strides made by Gorroany in industrkal dcvolopmont before 1914, 
especially in relation to overseas trade has been attributed to the highly organised 
trading methods employed. Of those the most outstanding was the central type 
of organised selling within the separate industries. The i>olicy behind the 
German cartels was to consolidate industries by the regulation of production, 
prices and markets, and thus eliminate baneful comi>etition, and, by more 
effectively organised nationol elTort, scepro ap adequate and growing share of 
ipfernationnl (rado, 


liUbtNKSS OBGANISATIOK’S 2 o5 

fiucli carlols, oj'flraling » foiling offico or 8> miiuito, CxoJ quotas of 

1 roluition, or ix'rccntago fit.iro cf tiailo orollocatoil ii’.irkols, or combined those 
n>otLccls. In mat))* cises tbn Grrinan uiitrls tutsnlicivl tho oxi’oit trade out of 
the additional j rofits iiiatio b) iniro.ining tlio I’liccs cliarjjoil to homo jiurciiasers. 
As a result of tb s doMcc ttoni..ui couhl lo ilomrcd in oxenoas markuts at 

I'riccs so low that it was nnixtssildu for nnti’'l» intnufactuicia to auniolo with 
tlicai. Thoi-o was toi'suicinhJo B},’lit'«n in Goiiitinj aynnst tins jTactico ; and 
under Iho iMitol Uw ut I'.M.i tho (•oini.n Goscrniucnt could comi>ol either tbo 
nholition or iKt foTiiulion of c utols as tl o needs of jiublic j>olie> might dictato. 

Jaiun also iisixl iho ccrtel octeosnoly in huildmg ui' her industrial 

I'Oaition. Hio Major Indnsti^ Contiul l-iw introduced in 11)31 regulated 
■udustri.il cartels und coiijl'ines, Norway is unollicr countiy whore c.artcis are 
£«'Cmo<l by law. 

The Trust or Combine 

Onginall) tbo torui 'trust' meant a Conn of business org.ioisatiou ostiiblishcd 
through tonqioniry consolidation in which the elmroholdors of constituent org.u 
Uisalions under a trust ngrocoiont tioDsfcnod n conlrolling amount of their 
shares to a board of trustees id oxchnoge of tiust cortiricatos, Those cortificiitea 
showed their oquitahk intorosl in the incomo of Uio cmiibbintion. lionotor, 
towards the loginning of tlio iirescul century tbo trusts m Anrerica, wberotbey 
U’oslly oxistod, wore deckred illogiil «ii<l wore dissoJroJ. 

At vrosQBt tbo term 'trust' >s used synonymously with the toim ‘coiobine’ 
^bieli sjgniflcs a consolidation of ca|<it.il which is largo hdiI strong enough to 
control tbo sujiidy and ttio selling (irico of tbo aiticle with which it tleaia. 

Tbo coufttiluont members o( w combiuo fuso togothei tboir iutomal 
tnanagoincnt as well as tboir oxtoinnl affairs rotating to market jiroblems in 
fa>our of a now uuit. The central organisation decides to a krgo extent the 
prognunma of work and tbo sales of each porticiiniting undoit.iking. Fin.inco is 
unifonnly regulated for' nil meniLors, surplus and dolicicneka being adjusted 
within the combine. The distiibution of piofits takes pi ico on u common basis. 
All this indieatoB tbo close n.ituio of Iho cuiubiii.tlion fioiii the j'oiut of m'ow of 
the capital in>oUod. 

TVusfs or conifii'nes giow out of tbo weaknesses of otlior looser fornis of 
combination, ^ 1/ , instability and imi<cifoct centralisation of direction as in a 
cartel. Bui they uj.iy also grow Bi<ont.moou3\y out of Iho soil ol the l.irgo 
industrial oulr|irlsos. The si’irit of onterjiriso and tho power of expansion vrliich 
grow with economic success load to tbo concorsion of the smaller ontorj'rise into 
a largo one, and finally to tbo establishmont of a buslnosa on a gigantic scalu. 

It would be a mistake to say that tlie piomoters and administrators of trusts 
have no other idea than that of making money in their transactions. It is the 
sjiiiit of euterjiriso by itself, the onterpreneur's enjoyment of tho success of his 
own woik, Iho iutcllcctual piiMBuro of tbinking out continually now ideas and of 
Tculisipg tLcm, and of assisting in tbo triumph of mankind oiui naturo by now 
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ficliiOTCmoDts that contribulo to the grovrlb of such largo concerns. Last, but 
not least, faowovor, must bo remembered the pleasure and pride derived by the em- 
ployer in the development of his personal power and reputation, for this is surely 
one of the reasons whicii push most of the promoters of trusts to their goal. 

Combines may be of throe kimls ~ horizontal, vortical and circular. 

. CaJ Horizontal Combine. This is an amalgamation of manufacturers in 
l!>e sflMe trade, the purpose of which is tooUminate waste and to develop greater 
economic power through largo scale production, systematic works si^ccialisation, 
improved methods of distribution, and cooccatrated research. In addition to those 
advantages, it may, through its incioosod capital and purchasing power, obtain 
raw materials more cheaply, and through »ts influence enter into agreements 
with othor large combines, and so still further consolidate its position. If the 
combine is so coruplotc that it constitutes a virtual monopols* it may concert 
measures to restrict output .ind fii. jirices. 

Vertical Combine A voitical combine consists of the coiiibinatioa 
into one organisation of different undertakings, carrying out successive stages 
in production, from tho raw material to the fioishoil article, or evoa to tlie rotail 
sale to the conguosor. For osamplo, a single aluminium combine may control a 
company for producing and shipping tho bauxite (the raw material) ; a company 
carrying oa tho manufacture of alumine (the pure oxide of aluminium) ; a hj’dro- 
electric company foi supplying power ; an aluminium smelting company to 
opemto electric furnaces for extracting the mcti! from its oxide : an aluminium 
rolling mills and foandry company , a company carrying on the manufictnre of 
aluminium utensils ; and a couifiany for carrying on the sale of aluminium 
domestic utensils to distributors or to the public. 

Ycrtfc.'il couiblncs are not so likely to increase as the combines of the 
horizontal typo. Vertical combines aim at securing a position of seU.suflicieocy. 
They arc combinations of firms engaged rn different trades or stages of production 
of the finished article. By combining tboso separate interests into one whole, no 
stage cf prodactioB is doifcndcnt ui-OD outside concerns for the supply of raw 
materials or somi.fiuishod goods ; tho combine is one largo self-contained and 
self.suptwrtiug unit. But, while this uniCcation may he of considerable impor- 
tance during a j'criod of violent Uuctnations in sujiply and prices, it is likely to 
prove disadvantageous in normal times bccanso it ties the combine to Its consti- 
tuent manufacturers, who may not bo so favourably placed for business as other 
manufacturers, outside the combine. 

fej Circular Combine. Wbero several companies engaged in different 
trades and industries are merged into ono largo cooeorn, ft is a circular combine. 
The object of such a combination may be partly to effect economy in overhead 
expenses and partly to insure against the failnro in demand in any particular 
trade. To bo able to switch rapidly from swords to plough shares and back 
again is a happy fdto. Indeed, in some cases this mutual insuranco of markets is 
a dominant motive for circular cooibinatioQ. 



BUSINK5W COUniNATIONR 


SfiT 

Melhodi of crealJng a Combine A Irusst orcomljino may lio estaijlislicd 
111 tlirco ways, namely, by amalgamntion, by tlio forioatiun of a bolding company 
or by jnoiins of grouji niamgcmont. 

1. Amalgamation. A uioio comjdoto form of tnmt or combino is tlmt of 
llio amalgamution ur iibBorjition in which two or nioro businesses nro lined 
together in a single] iindoiliiking, tho indni^ual comiMinioB losing tboir seimato 
entities. If a now coniimny is foriiiod to acquiio the existing conipanios, it is 
known as uinalgninaticin , but if ono osisting comiuny swallows up a number of 
existing compmios, it la then cnlletl un absor|itioa. In America, amalgamation 
and absorption me icspoctiioly torraed consolidation and merger. When this 
kind of combination takes pUco, ono giant undoiUking comes into being in the 
jitaco of several sop.ivate business units. 

2. Holding Company. In this foim each of a group of companiog, while 
cfiutinuing to trade m its own name, sells the majority of its shares to a parent 
or 'bolding' company which llioroby obtains contiol of tlio jiolicy and jnoducts 
of the conxlituent mombois It necessarily incolvcs the foimation or tbo prior 
oxistonco of nnothor comjixny which Ii.is pocrei m its mnmoi.andom of associa. 
tiiiii to bol'l the sbaios of ollioi coiii|>uiies. The holding compiuy aciiulios such 
shares by oxcluiiging its own securitios for thorn oi by otlioi moms of 
purchase. 

Tlio cnntrolle<l or snbsidiaiy voniiMnios loiiuin nominilly {ndopomleiit 
and opoiailo imdor tboir own innies. but they luo offeotivoly managed by tlie 
officois of tlio lioliiing or p.aronl company, because the lalloi Ins tbo contiolliiig 
voting powoi. 

3. Group Management. Tins foim of a combine is more elastlo and 
may bo described us management by tbo svino persons of a number of companies 
oitlior engaged in the svmo trado oi cairying on different trades. The companioi 
remain completely separate, but a email group retains effective control of nil of 
them, and works them in harmony. Owing to the widely prevailing system of 
managing agoncy in India, this form of combino is very common beie A big 
firm of managing agents commonly controls a number of companies, which 
without an actual combination securo nil tho advantages of buying, selling, 
marketing, propaganda, research and finance. This subject has been discussed 
'in fiiA-'iVi w. Ti yw.'wjA 

Holding and Subsidiory Companies 

As tho advantages of a jwivnto limited comjiany became more and more 
known to the public, the numboi of private comjianics have inoieased lapidly since 
1013. Many of tbo piivuto partnership bnsiuosses converted themselves into 
piivato limited companies, and this juocoss is stilt going on. A very important 
result of tlio legal recognition of a piivato company and its fiaedom ftom jmblicity 
was, however, tho advent of tbo holding comixiny, an inleiosting feature of the 
joint stock system Thg bolding compny movement started only after }913 

3D 
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■when tbe i^rivate company was l^lly rccognisci]. From that time till 193C, 
when tbe IniHan Companies Act of 1913 was completely overhauled, no attempt 
was made to regulate bolding companies by law. Prior to 193G when the bolding 
and subsidiary companies were brought under legislative control, tbe term 
bolding company generally stood for any company which acquired control over 
one or more other companies, so as to affect their policy and management to a 
large extent either by acquiring a numbor of shares or in any other way. 

The separate recognition of the private company made it very much easier 
to fonii large business units consisting of a number of distinct undertabiugs, each 
of which was gh'en the legal form of an independent company. Ihusabig 
productive business, instead of starting new works or establishing ageneles in 
new markets directly under its own auspices, could create for this purjjoso a 
number of eeparata private eomijanies, in each of which the parent companv held 
either the whole of -the shares, or at least a dominating interest. As tho«a 
subsidiary companies were generally private companies, there was no ohl'gatfon 
upon the holding company to disclose any material particulars with regard to its 
subsidiary undertakings. The publwhed accounts of holding companies often 
failed to glre any true picture of tbe position of the subsidiaries, and fn^cfitors 
who bought shares in the parent concern had no means of dlscovariDg whether 
the particulars di&close<l in the comt)any's published accounts accurately roilected 
the economic position of tbe complete undertaking or not. In o^ler to remmef 
this evil, the following provisions were inserted in our company law in 203C : — 

DefioIHon. Section 2 (2) provides tliat where a company Jwhh shares in 
another company directly or through a oominoe ntul 

(a) The amount of shares held Is more than 50 i>er cent of tbo issued 

share aapital of the other company except where the shares are held 
as security by a comi>any the ordinary business of which is t- e lending 
of money, or ' 

(b) the share bolding is such as to entitle the company lo more than 50 j er 
rent, of the voting power in tbo other company, or 

(c) the company has power directly or indiroclly to ajiyo'nt tbo majoiity 
of the directors of that otiicr company otherwise than by \ irtue of the 
provisions of a debenture trust deed, 

this latter company is called a subsidiary company, and suls’diary company 
includes a subsidiary company of its own. The words "and includes a subsidiary 
company of its own" are very important, since they expressly provide tjiat a 
subsidiary company will include its own subsidiaries In the alsence of tl ose 
words it would appear that where the A Coroimny bolds a controlUng interest 
in the B Company and the B Company holds a coutroU'iig intorest in llie 
C Company, the C Company is not a subsidiary of the A Comi-any (even though 
the A Company indlrerlhj has the power to .appoint the nujuity of the 
directors of tho C Company unless the A Comjiauy Iiolds some shares in the 
C Company. 
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Tlioro is, hotvovor, no logil <]alio>tion of a holding comrany. But tho 
definition of a holding comiviay directly follows from that of a subsidiary 
comi'any as gUcn abo\o. A holding company is thoroforo ono which has ao 
intorost (as dofinod uho\o) in ono oi tnoio subsidiary comiunies. Although 
any coinjnny which holds shares In anothor coin{iany may Lo called a hBldirig 
coiniuiiy, yet tho term holding company is legally conlined to companies which 
hold shares in subsidiary companies within tho meaning of this soctlon. 

It is possible that a subsidiary company may at ono timo bo the subsidiary 
of inoro than ono holding company. Thus, if A Company has a share capital 
coDsisling of 1.200 prolerenco shares of Rs. 100 each (carrj’ing one TOto par 
shani) 10,000 oidinary shares of Rs 10 each (carrying one vote per share), and 
10,000 doforicd shares of Re. 1 each (carrying ono vote per share and the right 
to appoint GO pjr cent, of tho directors), and each class of shares is held by a 
difforent company, then the A Company Is a subsidiary company of tbreo 
bolding companies, because one bolding company bolds more than £0 per cent, 
ol tho issued share capital, the second holds moro than 50 per cont. ottho 
sot'ng I owor. and the third holds tho right to appoist tho majority of the 
directors. 

IligMs Conferred Members of Holding Company. Section 

132'A (onfois on tho members of & holding company certain rights regarding the 
affairs of sulsidiary companies, snd these rights are : — 

(a) Iho last balance sheet, profit and loss account and the auditor's report 
of each subsiJiaiy comiiaDy are to bo attached to tho balance shoot of the 
holding ccmi'i-ny. It means (hat the sbareholdors ol the holding company an 
to be supplied with the annual accounts of each subsilinr) along with tho annual 
accounts of the holding company. This is the only method by which the 
sharoliolacrs of the holding com|>any ma} bo kept informed about the affairs and 
the hnancinl position of oath subsidiary comiiauy. 

(b) Thcio shall bo annosed to the balance shoot of tho bolding company 
a statement signed b> the samo porsous as are ro-iuirod by soction 133 to sign 
the bal.ipce shoot ol tho holding company and showing (i.) how tho profits and 
losses of a subsidiary company or tbo aggregate profits and losses (whore there 
aie twoor uioio subsidiuiy companies) ha've boon dealt with in tho accounts of the 
holaing compan) . and (iV to what extent provision has been made for the 
losses oi any suhsidi.iry company either in tho accountB of that company or of 
the liokliog company oi of both, and to what extent tbe losses of any subsidiary 
company h.ivo been taken into account by tho directors of the bolding company 
in arriving at tbo profits and losses of tho holding company as disclosed in its 
accounts. 

It is not iiocossvry to si>oufv In am BUcli shitoinont the actual amounts of 
tho profits or lossos of any singSu eubsidlirr company, or tho aiiiount of aiiv p.ut 
thereof that has boon dealt with in any paiticul.ir uiannor, nor does t]io section 
define tho mauuct in which tho pcofila or tosses of suhsidiary companies 
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can bo treated by the bolding coin]iany. In any event tbe Blatcmcnt to bo 
anncscil to tbo balanco shoot oi tho lioldiag comjjany sliould disclose tho inetbod 
that has been adopted by the holding com^uny with respect to tho protits and 
losses ot its subsidiary companies. 

It for any reason the directors of tho holding company are unable to obtain 
such information as la ^necessary for the preparation of iJjo statement, tho 
director \Yho sign tho balance sheet shall so rcjwrt in writing and their rei»rt 
shall ho annexed to tho halanco sheet in lieu of tho statement. 

There is a contnidiction in this socIiod, for while it pro% ides that tho 
shitoment need not discloso tho actual amount oi tlio profits ot losses of any 
subsidiary company, yet tbo lastaudiled halanco shoot, profit and loss account _and 
tho auditors‘6 report of each subsidiary cotD|uny aro to bo annexed to tbo balance 
shoot of tho holding company. 

If tho auditors' rci>ort of .any subsidiary coni]uny is ijualiCed in any 
respect, tbo statement to he annoxod to tho bal.iuce shoot of tbo holding company, 
as described above, must contain particulars of tho manner in which the auditors' 
report is tjualiilod, Tho inclusion of such <)ualiilc.'>tion in tho slatemonl is. 
however, quite unnecessary in view of tho fact that the auditois’ report itsoU 
is to ho circulated to the momhors of tho holding coni])imy. 

Cc) A holding company may hy a resolution nutlioiiso ropresontatires 
named in tim resolution to )ns|>cct tbo books of account of any subsidiary 
company, and on such resolution being passod thoso books of account shall bo 
opcu to tho inspection of thoso roprosontatives at any llmo during bustnoss hours, 
This is a valuable j)riviJogo grantotl to tho shareholders of t)>o holding comiainy. 

CJ) Under section 138, tho shareholders of a comivmy have a statutory 
right to apiviint by special resolution insj'cclors to conduct an Investigation into 
tho affaire of the company, if thoy have reason to bcliovo tiiat it is boiog 
mibraanaged. This h.a3 a very salutary' chock ujwn tho managomont of tbo 
company. A similar right has boon given to the members of tho holding comi’any 
in respect of each subsidiary company. That is to say, tbo mombors of a hoWiog 
company can appoint, by passing a spocial resolution, insixjctors for investigating 
tho affairs of each subsidiary company. 

Withdrawal of Certain Privileges of Private Companies. A privato 
company, on becoming the sobsidiary of n public comjiany, ceosos to enjoy a 
number of privileges granted to private companies, so that tho sbareholdors of 
tho holding company, who become directly interested in tho affairs of that 
suLshltary company, may have aomo proteetioo ag.dnsl abuse on tbo part of tbo 
minogomcnt. Tbo privileges that aro thus taken cw.iy fiom a private comjiany 
on its bocomlng tho subsidiary of a public comiuny liavo alrooily boon et'<tcd in 
a previous ebaptor. 

Additional Information in Holding Company's Balance Sheet, • 
Unilor section 132 (2), tho balance sheet of a liolding company must discloso 
/nforuiation relating to secured loans duo to sulsitimry contpauios, unsecured 
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loans duo to subsidiarj coini'anios, adxaccGS to subsidiary companies, and 
<n\03t'U0Dts ID tlie sliaios, dobenturos and bonds of subsidiary companies. Tiicso 
things nio to bo sopnratoly abovrn on tho balanco sheet of tho holding company ; 
but in oach ease only tbo oggiegAto amount is to bo staled. It is not necessary 
that tho Gguros relating to each subsidiary company should bo giaen separately. 
Trading debts due by oi to subsidiary comimniesoio not, bowo\er, to bo bIio\nu 
sopnratoly on the balanco shoot of tho bolding company. 

Directors’ Remuneration. Whoro tho diroctois of a holding company 
arc, by \jrluo of nomiruition, also Iho directors of a subsidiary comjiany, any 
romunoration rocoivod by thsiu from the subsidiary companies must bo disclosed 
by way of a faotnoto.on tho profit and loss account of tho holding com])any, so 
that the sharoholdois thereof may know how much remunorntjon the diioctors 
aro receiving fiom both tho holding comiuny and its subsidiaries. 

.Advantagies of Holding' Companies. 1. Tho princijul uso of tho 
holding company s)stom is that it on.iblcs the benefits aiising fiom tho nmalga. 
Illation of two or more comivtuics to bo obUinod without tho loss of any of tho 
adiuntagcs that any attach to the prcsoiMition of tbo namos, goodwill, and 
SQpamto organisations of tho coDsliluont businesses. By acquiring the whole or 
a contiohing istorost m the khttia c.<pita( of tho eubsidiary companies, tho policy 
and mnnagement of thoso comiunies miy bo just as oCfcctirely controlled and 
dirocted ly tho holding comj'any as if alt tho mombois of tho group wero neldod 
togothor into ono legal entity. Thus without a formal amalgamation, it is 
possible to soeuro cliinioatien of cou>|iclitiuu, economy of costs and increased 
co,otdina(iun and efficiency. 

2. Although a holding comiiany po'-sossoe a coiilrolltiig iiitorcst in tho 
subsidiarj companies and foUons a coniml and cooidmatod policy of maiiagu. 
uiont, yet tho rcrorsl subsidiarios aro ftoo to puisuo tbcir own business policies 
as delorminod by thoir m.inogouionts who can best judgo local conditions and 
loquircmoDts. 

3. Tho financial needs of tbo subsidiary com{>aniDS can bo easily mot by 
tbo holding company whose financial jxisition in tho inonoy market is usually 
strong, whereas each subsidispy company may not bo stiong onougii in that way, 

4. The accounts of each unit in tho combine are prepared soparatoly and 
are therefore easier to understand than tho combined results of tho ivhofe 
organisation. 

C. Eron whoio thore is no practical objoction to a comploto amalgamatiun, 
llie huldicg comp, ny structure is advantageous in as much as it enablos Iho 
meigei to bo cairiod out without distuibing such parts of tbo capital of tho 
separalo comiianios as may be roprosonted by jiroforonco shares or debentures 
carrying rates of dividend or interest favourable to tho company. In such 
cases elTcctivo contiol may lo obtained by the acquisition by the holding 
company merely of ii majority of the class of shares which carry the voting power, 

C. Tho system possesses on advantage from tlio taxation point of view, 
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sfoco Ijy prosorving tho BOpatato logal entities of the cocBtituonfc companies, tbo 
right to carry forward against future assossmonla any jiast losses of unahsorhed 
depreciation will not bo lost, which right would ccaso if the constituent ‘com. 
panics would have gone into liquidation for tho jiurposo of amalgamation. 

Evils Associated with Holding Companies. Tho system of holding 
and subsidiary comjianios, jf ndot.-ted for a honafde purpose, is capable of 
immense good both to tho Bharohohlora of Uio holding comjiany and tho public 
at Jir^o- Jlut .in ,nr,afJ>.iap sysi^m /s act workad ifith the sacaa tda am) 
integrity which it dcsorvos, xt is oflon employed as n tool for imjiropcr 
purposes. Onco tho system {.jiis jj,io the hands of unscrupulous ijcoplo, it is 
capable of doing great injury to tho investors and tho public. Tho following 
are tho principal evils associatci) with the system of holding companies ! — 

1. There is a possibility of intcr.company manipulations oj orating to tho 
dotrimont of tho minority intorgjt in tho subsidiaries by tho invoicing of goods 
by one company to another at less than current market prices, or by tho 
making of loans by one company to another without adoquato interest or security. 

2. Tho tondoncios of ^ holding company may be somewhat anti'-social. 
It may place almost comjdst,^ |)Owor oaor a uiimbsr of companies in the hands 
of a few men, who may wUli their stronger hnancial resources crush all jndopon. 
dent comjxitition and dictate their own terms to purchasers of their products. 

3i The InvostiDg public may bo exploited through ovcrcain’tarsatioQ of 
holding companies and promoters may secure largo profits by the sale of 
water stocks. 

4. The concentration q{ control In the hands of one board of directors 
tua> result in tho resiKmsihihtfcs pioviog luoio onerous that the executive is 
cajtahlo, by ability and cxpori-incc, of successfully accomplishing. 

C. Large groups and toinblnos lend to becooio soulless and fettered with 
undue redtapo, Ihcroby destroying individual initiative and enterprise. In tho 
jsliannco of olficiont oi^inisaLoo^ customers may Jose tho valuable sonso of 
liorsonal relationship. 

Distinction between Cartels and Combines 

Cartels are loosely allioti combinations which liavo tho organisation of 
Individual units unaffected and confine their naivitios to marketing either by 
fixing prices or by fixing tho quantities produced by the individual units, or 
by both. Their aim is, thorcf()nj, not so much tho lowering of the costs of 
jiroductlon as the securing of luoaojoly profits ; they cru bo directed against 
the consumer and thoir (cnn.\tion is not loUowod by real ad\ant,vgps to tbo 
consumer. Cuinbiuos ur trusts, on the other hand, are closely iilllod combinations 
which servo to increase tho offiefoncy of production 2/y coneenlriiliog jiroduction 
in tho most economical unilg, X)y eci.*ipping obsolete plant, by introducing 
Bcionlifio iiianagcinont and ajj il>o other devices groujod together uudor 
rationsliaation. Thoir uUiunlij offcct is, theioruro, riso in productivity, rise in 
Wages, ri&o in gcncinl welfare. 
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iron oro and coal, and thorofofo ptirchaso their own coal minoB, coke ovcn^ 
and iron mines ; further the combine may build its own ships in order to 
beccme indoi>enclent in regard to tbo transport of raw materials an'd’oi-tbo 
finished products. The kcrnal of the combine is its capital, the extent of 
which enables it to promote, acquire, combine or conduct any kind of under, 
taking. Since the capital is organised by banks and other financial institutions, 
these are generally closely connected with tho combine, and are thus able to 
control tho promotion of now businesses, the grinting of credit, and can 
assist tho combine in developing now lines which are considered to be 
profitable. 

Advantages of Combination. Great possibilities of industrial and 
commercial improvement lie bej'ond the confines of free competition, and are to 
1)0 realised by combination in one or other of its several forms — hy informil 
consultation and co-operation, by formal association or by actual amalgamation. 
The advantages of comhinalion may bo stated to bo as follows 

1. J^conomic in Production. Turchascs of raw materials, stores and 
spare parts of machinery can be made in bulk with tbo advantages of belter 
eoloclion, bettor terms and lower transi-ort chaises ; middlemen can bo oUmi. 
natod and tho control over tho sources of material can bo acquired. As regards 
tuanufactUTO, it is possible to arrange for a standardisation of parts and sires 
throughout tho industry whereby production can l)o greatly chcaponod. and tbo 
parts of one maker made intercbangoablo with those oi another. 

Again it is possible to arrange that instead of every firm trying to cover 
tbo whole ground, each shall devote itself to some particular section and inslal 
6pecialiso<l equipment for its orro section and for that only, in which case 
wasteful duplication can bo avoided and gpccialieod skill developed. Further, 
whereas under free competition tho firms in one district may ho working over, 
time while those in another district are on short time, it is possible with com. 
blnatlon to maintain something like an equal distribution of work and to 
control orders bo that the volume of work does not fluctuate so greatly from one 
period to another. 

Factories, which are most favourably eituated for economical operation, 
can be utilised to their full capacity, and those unfavourably situated can bo 
closed down. Jfaro expensive but efficient plant can be purchased. 

2. TjConomy in Pinanee. Tbo aggregate working capital of a number 

of separate businesses is normally greater than what would be required by a 
combination of such businesses e. g , a combine can transfer tho stock-in-trade 
from one branch to another to make up a temrorary shortage. Finance can be 
raised on better terms, and the temporary investmont of surplus funds can 
bo m-ado more advantageously. ' 

3. .Economy tn Admini^trafion. The total number of directors, 
managers and the general staff may generally bo reduced below the aggregate 
numbers previously employed io the Boparate businesses, and the administration 
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r.nil control of t!io combined busiiiosg may Lo enliuetod to the ablest of tlioso 
f'jiijicilv en"ij;cil in tlio so|>iijte businesses, who iniy lie euahlod oacli to 
spec! >liso t<i .1 gieatei extent tbui was fui mail} jiossililo. The creator o))i)ortuniti0S 
Ilf iiromotion avail iLlo m a unnbino attract iml retain tiio most comiiotont men. 

■t Economy in IfiifrihuHon. Ibo co®t of advortising is reduced or 
tlio same cxi'ondituio nil}' be uudd niaio cfTectiso, Eton, where the idonlit’os 
of sovcral businesses are lutaiued lo ha\o soparito (goodwill, colloctiso advortis’ns 
may bo resorted to ioi the buiulit nf all Vlvortisiiig can bo localised according 
to hnown duiiiiiid m \ iiious distiicts and better torms can bij obtained for 
ad\erti8ting ciiiiiuigns njttei tenm of ciodit and greater choice of goods may 
bo ollerod to cuitoiiurs. Comititilion iiiiiosg the seaoral branches can bo avendod. 
Leonoiny may also be acliioxod by picvontinj overlapp'ng in connection with tlio 
ncttvit'oa qI tia\elters and Bilesmim Etch factoiy or dejiot can supply its own 
.iioa. llms olTuctiog savcig in trans|>oit cliargcs. 

Muiuosoi foi ii country ctnyug on a hrge export trade, representation 
in foreigu maibels is a tnittci of piimaiy im|>oittQce, and it bas beeouio 
TMcieisingly appiront lli l indei>3ndont nuiiufucturors, if they combine for 
nntiiing else, must combine foi the imijose of pusUing tlioir goods abroad if 
they wish lo koop and cxton 1 their foreign connections. 

fi Mniiitennncc of SeUiny 1‘ricei. The elimination or reduction of 
Bolling competition rondois piice-culting unnccoS9.ary. nod economic prices can bo 
cluraOd foi nil pro Iiicts nelUi control of soiling prices and conditions of site 
IS alsn secured 

(). Ilcchange of Enoic'eJyc. Under competition every one of a best 
(if small inmufictureis works out hie own probloins, evohes his own methods 
iiiid piocosscs and koeiis what be knows to hlmsolf. When a comliiDO is 
formed this secrecy is ended luid anythiDg worth imitating at one biancli is 
asailablo for all the others It is |x>ssil>lo for a combination to secure tlie 
[(xiling of resources aud brain i>owei and improsed facilities for research. 

EcHs of (7oni('ii/»irtf/o;i Agaiiut the a(lranlant.agas of coiiihination must 
bo set some possible oils. 'Iliose aro : — 

1. Monojyoly. Ibe chief evil associated with combination arises from 
tlio possible croatioc of uiono|ioly and the rostraint of trade with the public 
sufloring as consor]uonco. 'llio elimination of lioaltby competition may result 
in the unfair iucroaso of piices ; or the iiowerful organisation may attempt to 
cliniinnto smaller businesses in the suno trade by a 'prioo war' followed by an 
oaploitation of tbe’nionopoly thus created. 

2. Ineffidmit Management. A largo combination may entirely lose the 
pcrBOoal elamout foriuorly existing when tlio business belonged to individual 
pinpriotors. Fiirtlier tiio combination may result from the cfToits of one man, 
wlio may bo able to coutiol and manage it quite well during bis lifetime ; but 
gucli giants of comcuorco nod industry are few, and vyheu one passes away there 
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may bo no ono big onougU to take bis placo, with the possibility of the break-up 
of tbo business. 

8. JmcTc of Initialise. Though the heads of an independent business 
may be willing to spend toilsome clays and anxious nighls in developing an 
idea which holds out some promise of greatly raising its status, yet the same 
men may be rather supine in such matters if they know that the honour and 
reward which may result from their exertions will belong to the combination , 
and thus the spread of combination may dry up the sources of truly original 
invention. r 

4. Overcapitalisation. It Is maintained with a great deal of truth that 
combines are generally overcapitalised sod suffer from the evils attaching to 
overcapitalis.atiQn and also from gambling 8|)6culation by the directors. Investors 
and shareboldei's are often and ofton grievously wronged. 

C. Injurt/ to Labour, A <»>mbine can control labour and volume of 
employment. Economy of large scale production is not generally transferred 
to labourers in the form of higher wages, as there is nothing to compel the 
combine to do so. It can also reduce employment by underproduction. 

6. Corruption, A grave evil associated with large combines is that 
they with their vast resources are able to buy and do often buy legislators to do 
their bidding and to this way they corrupt the political life of the country. 
Tbo interests of the public are sacrificed to promote the corrupt and selfish 
interests of the combines. 

7. Unequal Distribution of Income. Tbeexislonce of great concentrations 
of economic power makes nonsense of democracy. The control of employment, 
the control of what is to be produced, and through the control of prices, the 
distribution of income between the various classes of society are in the bands of 
small and solid groups responsible to no one and subject to no control. 

JJij Business. The term “Big Business” came into use in America at the 
bo^'inning of the 20th century. It stands for the concentration of capital 
resources and control ol aTfled 'businesses into t'bo'liands ot a low i>ers'ons. 

The factors favouring the Igrowtb of big business have already been 
examined in the preceding pages. To pat it briefly, business tend to 'become 
big in order to eliminate compotition, to secure economies of largo. scale 
production, and to acquire a sense of nggraudisement. A business may 1 ecouie 
b'g in three ways — 

(1) It is horn great when it is big from its very inception, such as the ' 
United Commercial Bank Ltd.; the Bindostan Motors, Ltd:; and a number of 
other gigantic concerns brought into being during the last few years. 

(2) A business achieves greatness when it slowly gro\TB into a big unit 
under capable management, e. g , tbo Tala Iron & Stool Co , Lt • : The Titaghur 
Paper Mills, Co.. Ltd ; The Oriental Govoiumcnt Security Life Assurance Co , 
Ltd.; the Central Bank of India, Ltd^etc. 

(3) A business has greatness thrust upon it when it is a combinatioj} of 
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BBferal uuUs, BucVi as iho DritlsU Indio Corporation, Associated Cement 
Couipanics. Ltd., etc. 

Cotnbinalions in India 

Coroparod with Wostom countries, tlia con>bin.itioQ movomont has boon 
vory slow in India. Tboro oiq so^oral reasons for this rirstly, wo are 
induslri.klly backward, so there has been no groat need for combmation. Barring 
wlilary cscontions. induslrioa in India h'»>a not roacbod a stago wlion combina. 
tioos aro necessary and can be made olloctika. Secondly, our industrial loaders 
bavo adui'tod an individualistic attitude os rogaids combination , tboy like to 
plougb tboir lonely tunews. And finally the managing agency system, which 
in m3o> cisea provides the economies of cooihmation by means of group manage, 
wont of industrial units, has beon rosiwasible for the absonco of formal 
combioatious, 

A brief rokiow of the combinations formed in India is made below. 

Managing Agency Syitem. In India, tboro has beon no evolution for 
combinations in industry, n.s had Icon tho case in tlio ^Vost, but there have beon 
coiiibiuos in this lino or that occordiog to osigonoios of circumstances. The 
most familiar type is tho financial intogration as a result of tho esistence of the 
managing agency system. Owing to tho ramifications oi this system the chief 
charaetenetio of our industrial development has been the concontration of control 
and mansgement of a large number of companies into the hands of a small group. 

This financial integration by the managing agency system has been in the 
same line (as in the case of cotton mills of Bombay and Ahmedabad) as well as 
in different linos. The latter, however, resembles neither the vertical nor the 
hori.^ontal type. 

The financial integration has os'sumed diverse forms intor.company. 
itnestment being prominent. Very often surplus funds of a concern are 
doinsilod with tho inanaglng agency Groi. which in turn uses the same either 
in its own business or in another concern under tho sacoo managing agency. 
Funds ate somotimoa raisoJ on tho credit of one concern hut used for another. 

IIowsoo\ei such an istogration bo ctiticisod from tho point of view of 
sound comi’iny fin.-wce, the fact remains that when sufficient funds were not 
comiog forth from the investing public and when there has boon dearth of 
iostitutions for supplying long-term financo in tho country, this sort of Integra, 
tion was imperatike. Indirectly, it has led to n groitor dogroo of cooperation 
among tho dlfTeront units, financially tied with oach other. 

Amalgamation or merger. Cases of amalgamation or merger have been 
scanty, and most of them woio under the pressure from tho managiog agency 
firm, manag'Dg tho combintog units. Another as^wet ol tho feature is that such 
araalgamations have not clearly taken tho form of either horizontal or vortical. 
Rather concerns following diHoront linos haao boon morgod, because the samo 
managing agent may ha>Q iutorost therein, Tho British India Corporation, Ltd , 
is a glaring example. 
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■ Tho B. I. C. ^ag formed in 19^0 to tako ovor Bix soparato companioa 
ongQgod in different industries, namoly, Tho Cawnporo Woollen Mills, Ltd; 
Tho Cawnporo Colton Mills, Ltd.; Tho Now EgorLon Woollen Mills, Ltd.; Tho 
North. West Tannery Co., Lid.; Cooper Xllon & Co, Ltd, and tho Empire 
Engineering Co., Ltd.; This Corporation also controls four subsidiary 
companies. 

Tho biggest merger hitherto formed in this country Is Iho .‘\ssocirtcd 
Comont Companies, Ltd, It camo into oxislcnco in 1937 in order to amalgamalo 
eleven cement manufacturing concerns. Tlio Cement Agencies, Ltd., act as tho 
managing agents of this huge combine. In addition to taking over tho factories 
of tho constituent companies, tho A. C. C. has erected a factory at Xluhri in Sind 
and anotiior near Bozwada. 

Besides the above two big mergers, there have been others, a few of them 
being Burrakur Coal Co.. Ltd., ^acquired in 1919 eight coal extracting 
companies, seven by merger and one by purchase , (b) Madura Mills Co, Ltd,, 
absorbed tho Coral Mills in 1924, the Tinne^cIly Mills in 1927, and tho 
Bandyan Mills in 1929 , (c) The Buckingham and Carnatic Company, Ltd,, 
Madras, is tho outcome of amalgamation of three cotton mills under tho same 
managing agency firm; (d) Tbo Bangalore Woollen, Cotton A Silk Mills Co; 
Ltd., acquired tho Kaieer.t.Htnd Woollen, Colton K Silk Mills Co. Ltd, by 
purchase. 

Pools and Cartels. There aro isoUtod cauiujiles of t>ools and cartels 
formed in India, but most of these have been ^’ory ofTccLivo. 

1'. The Indian Sugar Syndicate Lliultod at Kanpur is the most well, 
known organisation, which is truly speaking a cartel controlling the supply and 
distribution of sugar forall sugar factories in tho United Provinces and Bihar. 
It Was formed in 1937, but its work was susj-onded in 1943, when sugar was 
controlled by the Central Government. It has again resumod work einco 
November 1947, when sugar was decontrolled. Tho Syndicate has been 
successful in steadying the sugar prices and pliinning and undertaking oquitahlo 
distribution of sugar in the country. 

2. The Cement Marketing Company of India was established in 1930, 
with tho efforts of tho Cement Manufacturers' Association, tho object being 
to take over tho control of sales and distribution for almost all tho manufacturing 
companies in its membership. But tho Company could not achlcao great 
success, and bonce tho necessity of complete fusion was felt, which materialised 
in 1939 by tho formation of tlio AssoJiatol Comont Compan’es. 

3. Tho Indian Juto Mills Association whiJi slirtcd its career in ISb'i 
inoconts before us a soued example of a so-called simplu association, ^^)nchhs8 
been successful in achieving tho aims of an 'output iiool’; This assocfatlun 
ropresents 03 p. c. of llio trade, and in 1910 its rremhership stood at 73, 
including all hut 11 of tho Bmallcr mills of India which collocliacly rci>rcscnloJ 
only 5 p. c. of tho total loom strooglh, Tho membcr.mills haao, from time to 
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limo onlcicil into agreement for restriction on hours o( work, for oJjustir" 
sui'l'ly to maikct c1liiu\iii1 and closing down ti certain j-orconlDgo of the loons. 

Shipping Rings. Iheio is also .i di\ision of the market among the units 
and mcDtion maj lo ni.u’o of shipidog rings and conforonces Thoro has been 
an agrooment bclv-ocn ll>o Bntish India Stoam Navigation Company lAd. 
and tho Scindia Sto.ini NaMgation Company, Ltd. In inland navigation also we 
find the osistonce of froight agiccmonts such as tho one existing between the 
India General Navigition and Railway Co. Lid, The Bengal Assam Steam 
Shipping Co. Ltd, tho River Stoim Navigition Co, Ltd . and East Bengal 
River Sto.im Sbiiiping Co , Ltd icgirding tho carriage of juto from tho iulaud 
Centro to tonnmal mirkets. Ihcso shipping com|ianics onjoj the exclusive right 
ol carrjing jute w.vlor-waya for tho nioiobcis ol tho Indian iJuto Mills .Sssoua. 
tion and the Cnkutta Bilod Juto 'ssoci.vtioo under agreements. They .ire, there, 
(ore, known as the ‘.Vgrocmenf or ‘Conforcnco’ companies. 

Agreements. Voluntaiy .igioomonts hive somotimos been entered into 
at eovoral occasions to meet ceiLun contingencies, but as is generally the uaso 
with such agreements elsewhere as well, such sgroemonts remain a failure, and 
honcQ aro easily touiiinated Tho t'oper iodustr> io India presents an exatuplo 
of a I'enn.’inout and strong agicouicnt, 'ilthough voluntai> in nature. Tho ]toIicy 
of tho mills belonging to tho (ndi.m r.i|-cr Makers' Association and also of tliose 
working conjunction with It ill® boon to combine by agreement for tho purposo 
of price Exation and fer tho allottronl of the contrscls with tho Central and 
BroMncial Ooroiiiiiifcnts wliitb iciresvut 20 to 25 (■ c. of their production, 
accoiiling to an agreed airangcmoDt among thomsoRes. Ihe agreements ba\o 
been successful beo.iuse until very recently lliero was a practical monopoly of 
trade Lctweea tho three older nulls, vi? . tl.o Titagbur Paper Mills Co., tho 
India Pajer Pulp Co. ond tho Bengal rai>or Mills Co. llio new mills that Lave 
ul late come into existence havo oither joinod or aie cooperating with tho 
.\ssociatioQ. The combi&atio& h.vs enabled the mills to miintain prices ut a 
level slightly below tbo level of pricos quoted fur impottod p.ij'er of similar 
quality. 

Holding Companies. .\s a matter ol fact, many comj anics io India bold 
shares in otlior concerns and sjxjciaJly so whon they aro under tho same managing 
agent. But holding of sbaios in other conccius foe acquiring elective control is 
not so common with the industrial coDcoins Investment tiusts, formed oxclu. 
sively for tho purpose of investing money in difiorent industrial concerns for 
investment as vvoll as foi acquiring control, have boon formed to a certain extent 
in India, but thoT cuiiliol has nut boon so offcctivc on acuuunt of the oxistenco of 
more powat ful man igiiig aguots. who hivo do facto a ccmploto control ovci most 
of tbo industrial concerns, sjiCfially in tho cotton, juto and onginecrieg industries. 

■ Test Questions 

1. .locpuut for tbo ruvont tondency towards tbo formation of business 
combinations. (Hajjiittdua B. Coni. 1049). 
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3. Esamino the effects of an increase in the size of an industrial under- 
taking on the relations between labour and management. 

- (Bombay B. Com, 1943). 

, 3. "Combinations by giving rise to monopoly harm the interests of 

consumers.” "Combinations by reducing costs offer goods and services at lower 
prices to consumers," Eeconcile these views. (Bombay B. Com. 1943). 

4. Indicate the chief reasons for tho modern tendency towards amalga. 
mation of business undertakings. Point out the olTects of such amalgamations. 

(Bombay B. Com. 1942). 

5. Describe tbo various forms which agreements to limit competition 

among producers and sellers may taka. (Bombay B. Com. 1934). 

G. How do you eiplain the slow appearance of combination in Indian 
industry ? (Bombay B. Con»- 1935). 

7. Distinguish clearly hclwcen a "Vortical" Combination and a '‘Hori- 

zontal" Comhination. \Vbat aro the moti\es which lead to the formation of 
such combinationa ? (Bombay B. Com. 1938). 

8. What are cartels ? Discuss tbo causes that favour tbo growth of 
cartels, and the difficulties in their successful operation. 

(Allababad B. Com 1937). 

9. Give tho main classification of business comLinations. Illustrate your 

answer from Indian conditions. (Agra B. Com. 1948). 

10. What are the chief causes that lead to combinatlDn is industry and 
trade ? Illustrate yonr answer from Indian conditions. (Agra B. Com. 1947). 

11. What is a bolding comitany ? How does it differ from a trust or 
pool ? What are the objects of such combinations ? (Agra B. Com. 1942). 

12. Point out the relativo merits and defects of holding companies, trusts 
and mergers as forms of combioatiou in business. (Bombay B. Com. 1946). 

13. Discuss the important features of a cartel. Are there any cartels In 

/uuVa- rtjrmu- Alunr. .Jb- /ini* Javluw v‘Jw .\r\.twuhud,fni> ata«:tnb= xan 
benefit Indian Industries ? (Agra B. Com. 1946). 

14. What is ‘Big Business', and why do business tend to become big? 

It is said that ‘some businesses aro bom great, some achiom greatness, and some 
have groitnsss thrust upon them’. Discuss this statement with Indian examples. 

(Ag^a B. Com. 1945). 



CnAPTER 8 

FINANCING OF BUSINESS CONCERNS 

Hvorv liusincsa requires capital in groatur or smaller quantity, and tha 
I'urioso of tins chapter is to discuss tho metliods of finding the capital necos. 
sary for starting a now business or for <l<neIoi.ing an established one. The 
subject ol Dnaneing business conceins falls into two parts, namely, finding 
C3ivt.al for proprietary concerns and finding capital fo« imblic limited comiianies. 

The tiropnetnry concerns consist of ono.itiau businesses, partnerships and 
private limited comiarn'es. m which both tlw control of the cajiital and the 
luanagenient of the Luainess aie usu.Ulj in the hands of the jiropriotors them- 
seUcs who are only a few in numhei There cannot, foi instance, bo mom than 
tnonty lurtncrs in a firm, nor nioio than fifty sliareholdors in a jifivato limited 
comptitty. In a puhtic company, on the other hand, the nninhor of ineml eis 
may he very large, and, owing to the ease with which their shares can be sold 
through the medium of stock ezcbaogos, the comixisitiOD of shareholders js 
constantly changing. Therefore the management of the affairs of a public iiuiitod 
company cannot be rested in the proprietors , the ownership of a capital is 
divoTCed from the management of the undertaking . and control is delegated by 
the shareholders to a board of directors, who are resj'onsible for the general 
direction of the busiuess Though it is the business of directors to deteiuine 
matters of goner,.! jioUcy. the actual management of tbo company's business is 
usually entrusted to managing agents. 

It must not be supposeil. bowevet. that the disorce of cov'tal ownership 
from managoment in the case of a public limited company is necess.irily an 
evil. The directors t-nd the managing agents, who constitute the manageiLont 
of the comfiany, know much more than the shareholders about the business of 
Ibe comjuny, and a conscieutious managemeut has the interests of tbe company 
at heart. It usually takes the long view, while the share holders take the short 
view. Frankly sjieakiRg the shareholders of a coroiiany want to get out of it as 
much as jcssible. as they are here today but may be gone tomorrow. Hence 
the interests of the management and those of the proprietors come into conflict. 
Many a good minigemout. towards the end of the company’s financial year, 
synsud a lot of time ici devising means of concealing profits from its share- 
holders BO that the company may have hidden reserves to full back upen in times 
of adversity. 

Most of the proprietaiy concerns are of the smaller type, .while the busi- 
nesses owned by public companies are of the larger type. The usual evolution 
is from the ons-man business to the partnership, from tlie jiartnerahi}} to a 
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lirivate limited company, and from the pnvato company to a public company. 
A business may be started through the efforts of an ontorprising individual. 
When it has proved a success, additional capital is focuved from ethers who arc 
taken Into partnership, and a private limited comp niy may then he formed to 
limit their liability. As the business grows further and its success is o3tablisbo<1, 
the public may bo invited, by converting the private company into a public 
company, to furnish the additional capital needed. 

The various methods by which the necessary capital is secured for a 
proprietary concein and for a public company will now bo examined iu detail. 

1. Financing of Proprietary Concerns 
■ It is stated above that the proprietary concoi ns are usually smaller bus!- 
nesses; but that is not always the case. Theio are a number of largs-sircd 
under'labings that fall in this category, hut they aio .dmost always family 
concerns that have grown during sevonrl goncrat'ous , and this is particularly 
the (^ase iu this countiy nhoro the jolut fnmd) syst<=‘m Inas been in existence 
for centuries. , 

^Y(len it is projvasod to slait a now business, the promoter must have a 
very clear idea of the nature of the business and the Qnanco required for its 
successful conduct. It is, of courso. true that no now bnsmoss is ever called 
into ovistenco all at once : it usually passes through a process of gradual ez> 
piusion. Before the promoter undertahos the vcoturo. be most examtoe the 
whole <iaostioa carefully lo order to consider the volame of business he is likely 
to transact. All this applies whatever the □.store of the business may be, lo 
a purely trading concern tlie promoter must estimate the minimum and maximom 
ttircorer ; while in the case of a jnanufacturiog business ho must consider tbe 
Tolnme of output that he is likely to dispose of and the means by which ha 
proposes to create it. If a new bnsiooss is started haphazard without any well- 
considered estimate of the Gnance required, it is jast possible that the lack of 
n^nital maj* be a serious handicap and it may damaj;e the reputation of the 
business at the very outset instead of building up a valuable goodwill, 

In all cases it is not always necessary that the whole capital required should 
1.0 raised at the outset. If the promoter 'can arrange to raise the neces8.ary 
capital by instalments as required, it will ho a comparatively economical method ; 
but it is imjxirtant to have everything settled on a 8atisfactor> and business like 
basis, so that the proprietor or proprietors concerned may know exactly where 
to find the money from time to time for the purpose of the busiuesa. 

The finance required for carrying on a proprietary concern may be obtained 
from five principal sources (a) The private resources of the proprietors ; (h) 
Loans from friends and relatives ; (c) By taking a partner ; (d) Loans from 
hanks ; and (o), Loans from the public nsually by means of liundis. 

(a) Own Resources. The ir'ncipal method of financing .a propriot.sry 
concern is by maane of the rosoorccs of the proprietors. So f.ir m the cnp.'l iJ 
which is the projjorty of the proprietors themsolyos is concomol, that naturally 
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is » ,uilo s,>tisi,«lory lorn ol capital, particularly it it does not represent the 
rrholo cl Her ,,r,volo resources but Icates tbcm a certain marsin (or contin. 
eoncies. CO Ibat tlioy may not require to witl.draw part of tlioir capital tor livino 
puriiosea if profits arc rlolayocl. It may bo easier to find outside capital for an 
Miatieg business ubiel, liac piovod its worth than (or a now one wbeso sueeoss 

'a Coon. II a licrcon tries out a now ontorpriso with ill’s own capital, 

o wi naturalij I’ul forth his Lost into it and a jear or two's osporienco will 
rio-, to light liny dofocts in Lis original schome thus showing him tho host 
mothod of de\oloi'incnt. 

A huainoss feliould not bo allowed to expand too rapidly, or disaster as 
sudden as tlie hui-sting of a toy balloon may ensue. Indeed many business 
failures ha^e Leon due to o^ortrad.ng induced by early prospoiity and an 
oiitiii.iftic bohof that failure is imiKesibla. If the actual trade falls considerably 
below the o\pectcd minimum tho results are wry unsatisfactory ; but at tho 
samo time it is desirable to point out that any considorable increase beyond 
the oxixjctod maximum trade may bare equally embarrassing results. The latter 
state of affairs is known as oxortradlng. i. o.. trading beyond one's means. 

Overtrading, in other words, means that tho trader purchases and sells 
goods and rocohos and granU credit to an eslcnt not justified by the amount 
of his capital. The state o( overtrading may bo brought about in two ways : 

A trader may staiC business with insufficient working capital or his capital 
may have been reduced by trading losses or personal drawings. Whatever 
tho ie.i8onb for tho overtrading may bo, its conscquonces to the trader are 
serious. Ho cannot pay off bis creditors on the due date. This would 
damage hia business reputation and be may not bo able to obtain further credit 
when puichasing goods. lie cannot make purchases at tho best price obtain, 
able, because ho is not iu a position to pay ready cash. Ho cannot carry 
sufficient stocks and tboreforo cannot gho prompt delivery to bis customers 
and tills vvilUJvoisely affcut bis s-iles. IIo may bo obligeci to allow largo 
cash discounte to b’s debtors in order to induce them to pay boforo tbo duo 
diilos. lie in.iy rot bo alio to tide over a period of bad trade and his buBinesa 
may have thus to bo closed down. 

A lioaltby business is ono that constantly grows , it ncods more and moio 
capital cootinudly. As it grows more money bos to Lo put into furniture and 
fiituros, bock debts aud stocks, Tbo soundest method of financing growth ia lo 
retain profits in tho busiuuss, the iropiiotoi drawing out Ices than tlio business 
earns. Part of eutii year's profit is then sot to earn (uilLor pioCt in tbo next 
year, and so long as the proprietor can keep this process going, his interest in 
the business and his wealth incieaso steadily, and the business too icmains in 
the fullest sense his own proyierty. Many of tho well-establislied piopiietary 
concoins in this country owe Choir present position to this prudent policy on tho 
part of their piopriotors followod over a long porlod. 

35 
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(h) Loans from Friends and Relatives. Unless the proprietors of a 
business aro very wealthy, a business may stand in need of outside capital. 
Ik is, however, desirable that the funds that aro more or less permanently 
invested in a business should remain as capita! so long as it is continued. The 
raising of capital by methods dependent for their pormanonce on the pleasure 
of the lender is always unsatisfactory'. At any time the business may bo 
called upon to refund these advances ; and if this is the case it will in all 
probability bo at a time when it will bo most inconvenient to find the money 
elsewhere. In the case of loans taken from friends and relatives^ the arrange- 
ment can only bo satisiactory if the advance is for a stated term of years 
sufficiently long to make it worth while to use tho capital in the meantime, 
and to take the trouble of replacing the loan or readjusting the arrangement at a 
later stage wheu the first loan matures. 

The manner in which capital ts provided by the friends and relatives of 
the proprietor of a business may vary according to circumstances. It usually 
takes the form of a loin at a fixed rate of interest or carrying a share of tbo 
profits earned, repayable at a fixed date or dates or on certain contingencies 
Buch as the death of tbo lender or the marriage of his daughter, and so on. In the 
case of woU.establlshed proprietary firms in the country, the munims and other 
employees als) usually supply a certain amount of capital by way, of deposits 
carrying a specified rate of interest and lepayablo on demand. 

(c) Taking a Partner# If additional finaoco is needed for an ever# 
expanding proprietary business, a ])ormanoDt arrangement that may ba resort. 
od to 13 tbo admission of a partoor with money to bWog in. If the 2>ertner 
is a man of ability, there will bo ample scoijo for his services in a thriving 
business. On the adm/esiou of a partner it is usual for the original /proprietor 
to put an agreed value on tbo goodwill ho has cioatcd. The \aluo is Ibon 
added to ilia capital account and is debited to a Goodwill Account which after, 
wwds ajiuoars as an asset in the jJarlnorslup balance siicot. As thejjoodwill 
of tbo business owes its oxistenco to the elToxts of lbs first proprietor, it is 
only fair that its value should bo placed to tbo credit of his capital account. 
The now patfnot'e capital then buys parf of the goodwill of tbo busiooss as well 
as part of each of tbo other assets. 

Tbo proprietor of a business sbould rog«id liimsolf very fortunate if he 
can find a partner in .v congenial fiiotid, who is piopriod to coutiibuto capital 
and share oqually in tbo i«au.«gonient with him. Iffs rusi'onsibilfty is halted, 
and the business is not dependent on a single iiKli\idual If the piupiictor of an 
established business docs not want that anyone cl'o should sliare with him m 
its manae,oment, it may be iwsiblo for him to find a financing partner, i. o , 
one who is prepared to contribute capital for share of the profits but who is not 
keen on taking part in the management of the concern. 

('/} Loans from Banks. When additional finkiico is needed for an 
o%p;iU(lttig proi’iietury business, and it is cot osiudicnt to raise it from the 
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(i on.h .md rebtivc'i of tlto propriotor, recomso nny ho liadto bank loans. A 
c-*iiimorcial bank nukes lannwrary aiUanccs to uusmont tbo workioj; capital 
"f a busm-'ss . btt it Joes not pnni.le tlio permanent cai ital. In granting loans 
to business concoins. comi.icrtU lunLs take certain steps to aseorl.iin tlio 
statuling ami repute o' applicants for lo«u3. lUnks Imo their own intelligence 

Jopartimiuts which, by watcliing niirkots and thoojvjrations of Jcalois m those 

iJiarkets. by tlio leoipt of infoniutioo from iiuny sources o) on to them, 
cmCdciitul and oth.i b> Iba es.n> iiition of books and bal .nee sheets and 

tlic summing ui> of tho iiifunnat'ori so rcccisod by tbo of(icoi-s of the b.inl:, arrive 
it tlioir estiniafe of tbo cie lit tbit should l«-gil iiutely Lo grautoJ. 

Iljiiks in liiclu usuilly lusst on a full backing of tangihle and easily 
loilisiblu Bcciiiily fui tlioir loins and tiko no account of tbo ici-son il credit 
and integrity of tbo liuiro'Aors. ibis lu sinking coiitiast to tho lositiou in 
Eiigluid whom h mk loin, gi into 1 1«> bis ness coticorns are to a eorraiii ostant 
without any tang'hlo Fccunty Moieo^ci, lunks in this country insist on 
ma’nlain'ng a margin of some 'Hi>crcout m rag ird to advaaccs ogainst stocks 
Banks fionneo husinoss concorns out of tlioir short. tenn deposits by granting 
adiunces foi woiking capital foi short |<oiioils Ihough they ero always willbg 
to ronow Ibt’S" loans horn time t<> t' ne i io\Ide<l iLat tho borrower’s Imsfoess 
IS running sitisfaetoril) and the secunlj i» a.o'al. from the point of viow of tho 
I orrowor this posit’un is considered to le j iccarious in mow of tbo fact that the 
concern can nciei I o cerUin of getting u icnowal of tho advance. 

Tho ritee of interest chti;.<*<l by banks for loins and advances to business 
concerns is fairly h'gh loi e'-atn'iilo. tbo usual rate of interest for bank loans 
and advances is gonOMlly tiio lin] eiial Bank of India's rate, and in some casos 
one or two per cent liiglier. \a tbo Imperial BinL of India rate increases with 
rofercnco to roasonal market conditions, business men are penalised by high 
interest charges based on soasonal stringency of tbo money markot. Again, 
boloro trader can secure a bank loan, ho has to comply some irksomo formalft’es. 
We as a nation, bato formalities and liko aioipHcUy. 

Owing to the fact that banking facilities cro not available in all places in 
India and a!«o owing to the formalities discussed above oLaerved b> banks in 
“rantin" loans cud advances to bnsiness yieople. this method of financing 
proprietary business concorns is not very coiuuiou. Of coursa, with tho recent 
incioiso in tbo number of banks end their branches, business men have begun 
to take an increasing advantage of banking loans and advances , but it will take a 
long timo before iflople make the fullest yKtssiblo uso of banking facilities. 

(f) Hundls By far the host and most popular nictbod of raising finance 
for proprietary businesses in this count* y is b> means of liundis. IIuLdis are 
tho oldest instruments used in business for securing tooiiwrary funds from 
tlie piililic and espociiity from indigenous bankers Tho word '‘Hundi” accordiog 
to some wiiteis is of Persian oti’gin and its literal nioan'ng is said lo Le "to . 
coiieck". Other writers, howovor, state that the word Hnndi is a corruption 
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from ihe vrord nfcdi or Uiodn. Very litcly the laifer den'vaiion is mors 
accurate ic \ievr of tho fact that the heed! is the eldest icslrnrceot scrviviBg 
frora accrcat tices, as there fs a legendary story, that Vasicpal Tcifal drew a 
hnedi of tea erores oa the Nagar Seth (“CHy Danker”) of Ahmedabad acd that 
the temples of DJltrara on Monnt Abn were bailt with the money. Aactker 
legend of the times of Lord Krishna has it that Karstnha Mehta of Jonsgarh 
drew a hendi on Seth Samalsah of Dwarka akoct 2.ii00 years ago. 

Althongh B hendi has existed from very early titres, there is no legal 
definition of the term availabb. Sict'on 5 of the Indian Kegotiahla Instrnmeals 
Act of 1S.SI conti'ts the dsfioiiion of a hill of etchango which is ari'I’cnble to 
hills, prtmi'sory notes and chcii.e^. The hundis. as a mle. are deemed to lie 
entaide the provisions of tl a Act A hondi is governed hy the trme.bononre'l 
enstems and esages of the varons locilit'es. It is only whore no sxccifrc cnsloms 
obtain that a hendt is treated as a hill of exchange within the meaning of the 
Act. In simple words, a hondi may he defined as a written order, nsnally 
noeonditional. made by one person oa another for the payment, on demand or 
alter a specified timo. of a certain sem of moccy to a person named therein. 

Again, it mest be pointcfl ont that a hondi is not ijnite an /eland biJJ of 
exchange which it is commonly made ont to le. The mato {oDctton of the 
himdi is to enable a merchant to obtain finsnee. A merchant who needs 
money may draw a hnedi on bis agent or himself onlcriog to i<iy a Sfecified 
enm of money to the person named therein after a slated joriod of Umo. The 
person to whom the hnodi is made payable is tho lender who advances the 
amonnt’mentioned in the hand! aivl the nsanso of the hondi is tho period Lr 
which tho arlvance is made. Such a huodi is known as muJaUi or mi(i 
bundi. Let us take an iUaslralion. Sopjose a proprietary concern of Agra 
(known as Atma Dam A Sons, kirana merchants, its preisenl projirielor heieg 
Lala Ham Gopal) is in need of a sum of Rs. 10.000 for purchasing a large 
stock of dried fruits for the ensuing winter season. The proprietor cannot put 
in this money from h’s private resources nor does ho want to go to a commercial 
hank for an advance, but he wants to raise this tlnanco by issuing.a hundl for 
a period of four months when the new stock will be sold and. lie will Le in a 
pcsition to repay the loan. Lala Bam Gopal then calls a hundi dalal end gives 
him the necessary instructions. The dalal then goes round to the various 
persons and firms who have spare money to invest for a short period ; and it 
h found that one Pandit Goviod Prasad, a wealthy zamindar, is willing to 
lend Es. 10,000 to Atma Ham A Sons for four montlis, because he has spare 
funds to invest and be knows tb»t the credit enjoyed by tho borrowing firm in 
the bazar is good. lie therefore hands over Es. 10,000 to .Mma Ram A Sons 
through the dalal. Atma Him A Sons then draw a hundi in ibe following form 
and gives it to the leader : — 

ftra rfr w qil ■qir f^i 
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^ ^CrnTTIT TT?r THT ^ 

?o,o3o) ^Tt ^ 

^^iTTl 3T^lTr^iTt|iir^iftfir?TOr^ ri^TftTT ^ ^ H? 

'Ti^ sfm =^75777 ^nrn: snq^ fjjpRi ^ i 

^ JTnf^T ^ ?? I 

In tins 6i>aciuioa of a miti hundi , Atmi. Rvm L S003 aro the ilraweis 
(UKhneirdfe) They thmsolroe aro also tho Jiawocs anti Go\mil Prasidisthe 
jiayee (Hdlhm iralii) It is eignotl by Ihim Goinl, tl)0 prorriolor of tlio 
horrowin;; firm It n'<nnio3 a stditip of lit. 1.4 0. a^ tlio si imi. ilnty on Jnmtlis 
tlruvn in tho Vnifoil rni\ini09 laat Iluj i ito of t*^o annas jnsr Its. l.OCO. 
Formerly llio Et«iiii> duty nn Inmilis njs faiily liigli ^ but wlioii tlio Congress 
GQ^Qrllment c.uno intu | owor it ictlnccd tlio sUuiji iluty on Immlis In two 
uiinaa |<or Its 1.000 m oitlot to nnlo thotr tiso inoto I’oimljr iiiiiongst Indian 
business moa. Ibo imimut un<l tho iistoco of a Uuutlt ilcieml uiion the .nnount 
of the loan and tho i>qi iod for whi<.h it is takvo. 

Tho iioriod stated in d hundi is osiTCSsetl acconling to tlio Samvat era 
and is always stated in odd days, such as 31, Cl. 91. 121, l«l boeauso wo 
bolieto the odd nuaibors to bo ausi>tcious. 

Tho intoiest on an ordinary loan is jiayablo either half-yearly or yearly or 
alnug ^^ith tho loiiayniont of tho lo.an itself. Cut in tlio case of liundis, the 
iutorest (called Ifuudi^am or JliiniHi/utcitn) io jwld by tbe borrower to the 
lender at the time of taking tho loan. Ihe rato of hundiyawan deronds ufon 
the credit of tlio borrower, tlie state of tho nioDuy in.arkot and the rcriod of the 
hundi It is quoted at so much I'ui ceot. for tl.o whole leriod of the husdi. 
If in the abose exainide tho rate of buiidiyawao is Hs. l.C.O per cent, Atma 
llam A Sons will Laie to iiay back to Co\icd Prasad a sum of Ks. 137.8.0. Cach 
liarty will Imo to luy a small sum to the dalal toi hiS 80^^ices. 

hundi may be endorsed like a lull of oxchange The endorsement ou a 
hundi is known as "Dei-bi kiirna”. A huudi may Lo endorsed m two circums. 
tances, 1. e., (i) when tho holder tliercol stands in need uf money and (11) when 
the troclit of the borrowo! is not gixxtandho is roquiiei to produce a surety 
bofore his hundi is taken uy by an intending leader. In tbe osample abo\o cited, 
if Govind Prasad stands in need of monej say two months after the date of the 
hundi ho may sell it to somcono else by paying him hundiyawan for tbe 
remaining usance of tlie hundi Or, ibthe ba^ar credit of Atma Ham .1 Sons 
is not gcod, Goiind Piasad may not be willing to lend Es. 10,000 to them unless 
they find a surety who will endorse tho hundi in favour of Govind Prasad. 
The procedure then will be as follows. Suppose Atma Bam A Sons find one 
Bulaki Dass, who is prepared to act as a surety for them. Then the hnndi is in 
the first initanco drawn in f.ayour of BuUki Das who will then endorse it in 
favour of Govind Prasad. Dnliki Dis will, of courso, charge a small commissiou 
for tliis service. 
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Tbo tluo tiato of n Jjumlf is calciilatod according to (?io iHjriod efaiod 
theroin. and as a gcnoi-aU rule no days of grace aro nllowod. On tlio duo elate 
the paymontof tlio liundiis raido by tho drawees to tlio Iiolder tlioroof. Tlia 
drawee of a hundi is the party ppiiiurily liable to pay the amount, while the 
drawer and each endorser stand in the iK)sition of suteties. The dishonour 
of hundis is an event of rare occurrence. If a liundi is not honouied on the 
duo date, the drawer is considered to bo insolvent, and it is a common 
practice for tlie lioldor to giaetotlie diawee an intinution of its dishonour hy 
moans of a tologr.mn. Then t}»o oi'ontual remedy o{ tlio holder will lie in a 
court of law. 

If the original luindi called Adm/ju is loat. a second coi)y called paith 
issued ; and if oven the second is lost, a third called piirpnith is given. 

Ilimdls provide the most convenient tnuth<>d of obtaining funds for 
husiuoss purposes at a aery roasonablo cost, iirovided Uio horrowois enjoy 
good credit and reputation in the tr.ule. They also ulford an excellent soured 
of investment to those who ha\o siKirc funds, but it is essential that the per. 
sons lauding money on huudis should have a }>orsonal knowledge of the financial 
standing of borrowers, otherwise a loss may bo sustained on account of the 
liundis being dishonoured. 

II. Company Finance 

The sections referred to in the following pages of this chapter are 
the sections of the Indian Compaofes Act of 1913. * 

Businesses which need largo amounts of capital are usually organised 
on the joint stock principle, because a joint stock comiiany is a very goal 
device for raising capital from the public. The division of a comi«ny’8 
capital into smaller units makes it iiossillo to attract funds from jioisons of 
small means ; and it also enables investors to diversify their investments in a 
number of companies thus reducing the risk of loss. By issuing securities of 
cfiYforuntf /unirff ffcrcih as tfAwnjsv <K>^titscy shsevs, ^hentutvs, etc , /i 

company can appeal to persons of different temperaments and different 
ocanomic position. fTho fact that tbo socuritie.H of a company can bo easily 
marketed through the mechanism of stock exchanges makes jt iiosaiblo for 
investors to withdraw their funds if nocossary. Finally it is the privilege of 
limited liability whieJj facilitates the raising of huge amounts of cajiital from 
the public. ^ 

It is a well-known fact that before a public company can bo started a 
certain amount of prol'minary work has to be done involving the oxi>onditure 
of both money and talents. The iverson who does all this preliminary wnik is 
known as the ’promoter. A .promoter is tboreforo one who plans a venture, 
settles the constitution of a comp-any and procures its icgistration and tal.es ihe 
necessary stops to attract' c.aj)5tal from a body of invcslors. The work of the 
promoter niiy commence long before tbo company* is formed and it may continue 
After tbo necessary capital bas boon obtained. 
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If a company is boinjj fonnoJ to purchase an existing business, one of the 
first stoi>s taken by its iiromotor will bo the oj« 3 ning of uogotiations with tlio 
xendoTB in onlor to secure Utoir n||ro\Bl to admit sebemo under which they 
giro the promoter an option to purcliaso their business at a definite price on 
behalf of the proposed company. Tho promoter will then arrange the preliminary 
finance and determine the gcD(.ial lowcis which are to bo taken by the cooipan> 
under the memorandum of association The internal arrangements of the 
company will bo set forth m tho articles of association. \ suitable name will Lo 
selected (or the companj acd tho nocessaiy documents will Le prepared and filed 
with the Kcgislmr. Of course, tho (icuioter will have to decide what the 
authorised capdal of the ccmi any is lu le and piovide liie money for the payment 
ol charges associated wilh tho registi.it on of the comiwny. The premotor of a 
company may bo p.iid for his scrTices by cash or a fieo issue of shares , but in 
this country he is usually rewarded by being entrusted with tlio transging 
agency of the company which he has cioated. / 

Capital Structure 

The moat difficult problem nitb nh'ch the promoters of a comiiany have 
to deal is the armngciitept of its capital stiucture. There ore two d'stioct 
aspects of tbe capital sebeme, vi/ the total i,mouot of the capital required sad 
tho ways in which it may be laised. 

Measuring Capital Requlretnenls. Every company requires capital for 
two purposes : (i) Capital for bl<A,k. that is to finance fixed assets and ext oo. 
60S of organisation, and (n) WoiLiog capital, that is. to finance fioating assets. 
Bloch e-vpital or construction c,ipiUl is requited (or purchasmg land, buildings, 
tnachinery and otfior appliances of a pornianent end durable ebarsotor and 
also for foimation expenses In the ca>o of ostablisiied companies it may 
also ho requirod for iiurposcs of extensions and improveiiionls. The capital 
th.it is invoated in these assets is more oi Ices of tho natuie of permanent 
investment. 

Working oi tr.iding caidtsl, on the ether hand, is required for tho purchase 
and working up of raw materials into finished proilucts, for stores, forc.vicDSes 
incident.il to the marketiug of jiicducts for (inauc.ug out standings in icJpect cf 
goods Bupphed and for pioviding tho necessary (urdt for mooting the day to day 
requircu'onts. 

Tlio rclitivo {iroioilion bolv'tcn I Ioi.k and v-uil.ing capital lequiied for a 
company varies with Ihir nitmo of tho bu,ine''» lo Iho dMubutivo tvadcs 
and in cott.igo iuduatriea wlcio tho fixed asButs aio compiratlvoly inesienbivo 
and few, the fixtd capitti is very small on compiled with working capit d ; 
while, on tbe other b.vnd, in iisoilera industcur*. tlia proportion of block to 
working capital is much larger. Agiin. as the processes of production Locoma 
more and more roundabout, the pro{xJrtioa of fixed to working capital increases 
cotiespondingly. 

In o'idcr to arrive at the amount of working capital needed, the following 
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mattors must lotakon into account: (a) Tho i>oriod which will elapse hofort 
tho factory will ho producing saloablo products ; (h) Tho amount required to 
finance pro<luction during such poriod, o. g., in respect of raw matorials, stores, 
wages and overhead exponsos, having regard to any credit ohtainahle : (c) 
The period of credit allowed to and by the business,' and the probable amount 
of debts outstanding, both by and to the company after production has started i 
(t/j The estimated turnover having regard to periodical fluctuations ; (pj The 
estimated outlay on wages and oii'onsos aftor production has started ; and 
(f) Tho avorogo'stcebs required, both of i-aw materials and stores and finished 
goods, and tho amount of work.in.progroaS. 

Tho capital raised by a new comiviny should ho sufficient for ollicient 
and economic worlcing of tho enloriwiso. Tho amount of capital required for 
a now business depends upon its size. Tbo promoters must, therefore, first 
of all decide upon the size of tho proiwsod enterprise. Perfect technical 
knowledge is essential for a correct decision in this respect. Once tho size is. 
decided upon, tho financial estimates become comparatively an easy matter. 
The correctness of tho estimates regarding tho size and costs dci'Hjnds upon tho 
efficiency of tho promotion services. But in India whore tbo promotion services 
are deficient, tho estimates are likely to go wrong. Cno peculiar feature in this 
respect is that the Indian promoters generally err on tho side of insufficioncy 
of initial capital estimates. 

Tho initial copital plans of Indian comxianics, os a rule, do sot include 
working capital requirements. The poimanont capital raised at tho beginning 
18 ]ust enough for block jurpcees. Tbo tuiscakulallon about capital require* 
ments is a common malady frem which tho Indian companies suffer. Theoretically 
speaking, tho pormanont capital (shares and debonturcs) should suffice both for 
block and current roquiremonte ; but this is scJdcm tho case in practice. In 
/-forming a capital plan with a view to slarliog a company on a secure foundation 
how much of the estimated working citpital of the concern should bo ruisod 
by shares and debentures and how much of it may bo secured by way of slioil* 
term finance ? 

Tbo answer is that a coilaio poiUon of working capital, alUiough used 
for current oxpondiluio, is in loalily of the nature of pormancnl finance. Tho 
stock of raw fiiatcrlals, mauUfaclurcd and semi-manufactured goods and of 
stores never falls below a ccitain minimuni, and tboreforo the capital required 
for bolding, them is of tho nature of pormanont capital. Only tbat.amount of 
working capital over and above this minimum falls under tho category of 
short term finance. Tbo mistake of most of tho company promoters in India 
lies in thinking that ILo whole of tho working capital is in the nature of a 
fluctuating demand for credit, varying with tho demand for the products of 
tho company. It has to bo mede clear that it is not sufficient in itself that a 
company sliould put up its block from Us own capital and Lbat, having done 
so, tho ccmiany can aipcal to the hanks for loans and assistanvo. Hot only 
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block but aUo noimal working caiiital bas to ba fuinfabeil out of the company’s 
own initial capital. 

Form of Capital Slruc(uro« When the Biiiount of capital requiroil for 
the busiiioss of a company has been estimated the noit thing to consider 
carefully is the form in which it should be raised. The necossarj- capital may 
bo obtained by moans of shares (either of ono class or of several classes such 
08 proforouce, ordinary or dofortwl). debentures and 'ot public deposits. 'What 
factors doloMiiino tlia class or classes of elmres to bo issued or as to whether 
a jKrtion of the capital should ba raised by debeutures or public deposits ? The 
factors regulating this question ate as follows : — 

1. Iferiuirements of Pofenliat Investors. A company issues socuiitios 
of different tyjws in onler to titor for ss largo a number of investors as pos- 
sible. An investois are not of the same nature ; soma are very cautious, some 
loss 80 . while others are venturesome. Again, some shareholdere have large 
amounts of money available for mvestment which they can easily sfford to 
risk, while olhara having only a moderate and hard-earned saving will think 
tea times before investing it. Thus the investors widely differ in tomperament 
sod economic ixisition. The various types of securities that a company may 
offer to the public are therefore designed to meet the wishes of different types 
of investors. 

2. ila(ur« of Company’s Utuiness. The nature of a company’s hueinese 
is no impoitant factor in deciding upon the form of capital. Of course, the 
necessary capital should, if possiblo, be raieed by the issue of securities of 
different classes, but all companies ate nut In a iiosltlon to do so. Proferonce 
shares can be Issued only by those companies whose earnings are almost 
assured, e. g., jute mills, sugar mills, public utility concerns and the like. Where 
the business is of such a nature that it has a large amount oi readily realisablo 
assets snd earnings with little vari.ttioD, it is easily in a position to issue deben. 
tures. couij’noy, desiring to issue i>n}fonmco shares and debentures, must 
be eug.igod in a business wliich is not ol a Bi>aculative nature and whose profits 
arc deemed to bo sufficient for the i^iyment of pieference share dividends and 
dabentuie intoiost regulaily. If the business is of a speculative nature or liable 
to acute fluctuatiouB or has not yet been established on a revenuB-earning baBil, 
a large proportion of the capital — p\ofon!.bly the whole of it — ahould he in the 
form of ordinary shares. 

3. Money Con'litions. Tbo slate of the money maiket has also 

to be taken into account in fixing the form of tho capital structure. It some, 
times happens that tho investing public is anxious to invest safely ; at other 
times tho general desire is to obtain shares which offer the possibility of high 
return and capital aiipreciation. In times of depression, with money rates low, 
a debenture issue is much more likely to be successful than a share issue. 
Moreover daboutuios can then bo issued at low lates which will be of distinct 
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boneDt to the company when trade rovivcs. Wbon a trade boom is in progress, 
shares can bo issued often at a high premium. In such circuinstantos, it wuold 
be a bad policy to issue debenture, for these ^rouId have to be given high 
interest rales. 

4. Desire to Retain Control. Sometimes the capital structuie of a 
company is so designed .as to concentrate control in the hands of a group of 
individuals. It may be that tba company la being iornjed to ac'julro an existing 
husiness and additional capital is required for its development. If the vendors 
are to he the persons responsible for the conduct of the company’s affairs, they 
may not themselves be in a position to provide these funds and they must 
therefore make an appeal elsewhere. They naturally do not wish to share the 
control with others if it can be avoided and consequently they may decide to 
issue prefeicnco shares carrying restricted voting rights. A good many investors 
are quite satisfied to sacrifice sveh rights m return for the advantages as to 
dividends and or return of capital which pieferonce shares usually enjoy. A 
similar course is ajso somolimes adopted by promoters who are not slow to 
take advantage of the ojijiortuntty of controlling large concerns with a minimum 
use of their own funds. This is secured by issuing deferred shares of small' value 
carrying disproportlonato voting rights. ^ 

fi. Cost of Cajntal. If a company laiscs the whole of the capital 
roquiicd by issuing shares of one class only, the remuneration to be paid thereon 
will bo higher than when ft issues securities of Jiffurent tyjics, because the 
return exiicctcd by investors on ordinary shares is higficr than that on preference 
shares or .debentures. Snpirose in a certain comi>any the investors dxt>ect a 
icturn of 10 j-icr cent, on ordinary shares, C ^>cr cent on cumulative preforonco 
bhaios and 5 inr cont. on dobentures. and tho company is in need of a capital 
of Its. 10 lakhs. If llie entire capital .consists of ordinary shares alone, llio 
com]<any must find Bs. 1,00,000 profits to pay tho expected dividend ; if B'j. 4 
lakhs is raised L.v C.% Prefeicnco shares and tho halanco h,v ordinar.v ah.vrfis. 
a profit of Bs. 61,000 would be sufficient to pay tfA desired dividends ; and if 
liio loquircd capital is oltaioed as to Bs. 4 lakbs by ordinary shares, Bs. 3 lakhs 
iiy jrefcronco sliaies and tho balance by means of dabonturcs, tho coiuiiany 
would rcquiio a eum of only Bs. 73,000 to aatisfy all of the investors, ft is 
Iburoforo more economic.iI from tlio iwiut of viovv of tho couipauy if tho entiio 
capitaljs ibsuod in the form of diCfercDt Kinds of eccuiitics. 

(). Rtasticifij of Cajutul isfrnelurc. When dovising tho capital struc- 
ture of a nowlj'.formcd company. It is essontial to take into coDSidoralioa cot 
only its iiresent financial needs but also its futuro finantial requirements. Tho 
corjoiato organisation is intended to go on. Immediate financing is, of course, 
imioitant, but tho future must not bo lost sight of. As the business grows 
and exi-onds, it will need more and moro capital. .\s the piesent dolenluio 
issue L-econics duo, fresh finance will have to be obtained for its redemption. 
Theroforo the' capital struciuic must be clastic so as to j'crmit tho raising of 
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fiiitlier caril.il witl.init any clHru-ully. It tno>ns that rroxiRion RhouM Lo in%,l 0 
fill- fiitmo finanttn;; hy hating sulstantfal amounts oUiithou«wU>ut «uis£uc<1 

ciiiilnl, Iha fnetl di.iigos ol tlio comionj- sIiouW ho kojit veil wiihinits 
caming I'owei so th.it Iho now issues of capital iimj- bo readily saloahia. In 
sonio compan'os dobontiiios aio not issoel at the beginning ; so whoa an 
emorgoncy arisos niorlgigo dehonturos cm bo issuM to obtain new lumJR. Other 
compauios simply do not «so their full borrowing power during norin.al times. 

7. 6'rrtr I'ntin 'Iho factor of gearing roquiroa careful consideration in 
coimoctioa with tlm cipitut {.ttucliue. Tlw tami "Go.inng", wbon applied to 
the capital of a touijntn means the rcUtiotiship of tbe ordinary share capital 
n.tli the tyfiil ciidti) niid It IS Raid to im li).th or low as the formor is small or 

tniiiivii-cd nith tlio I liter. I'm cTun/plo. if out of h company « total c.npital 
of Us. lit IjKlis tho cii dinar) slmics li.no piovKW ouly Jls. 3 hl.h«, the bil rtito 
lo'ng in tho Imin of jno^oonce slwrca and JeboniUTOR, then tho shmo cvpit »1 
of the coinpnnj I'os'i'^ea a h'^h gouing. and ti >0 mdiiury shares o»o s.dd to he 
tngiil) go\wd 'lie higher tho goal, the rooTC sjouMUtho th<5 uuiio viy sh.vTe3. It 
is of tho ulmest imi-ortsacc that a proi>cr pioi'Oitkin t« malDtamed luCasoen tho 
anrouut nnsed hy oidinary shams and that raised by preference shaiOR aud 
debentures. As tho gearing iiicre.-isos, tho ruhie ol botli tho iniority rights and 
the ordio-iry shares deci-o.aso$, and so doos the ciodil of the company, if under 
such cii'ctiinst.anccs the dividend on the ordinary shores is jjot paid b) tho 
company. Moreorer, care should bo taken that too mueb capital Is not raised 
by way of debentures, because doWolures do not share in business losses 

8. Miihia} Where it is decided to ra'so the cajitsl loquired 

hy means of securities of difleront Wind*, the rightR atUched to each clws of 
security must be re?«onahle. Ike r-ites of income to he attached t^o preference 
shaaos and dohentuTOS shouhl ho detarmmed by studying the yields of aimilac 
securities in the mai Let at tho timo the issuo is biougbt out. The terms of 
lepayment of dcboutiiics (.ind preforonce shares if they are redeemable) should 
be well within the cipacity of the comjwuy and the TOtiug rights nttachod lo 
diSeront classes of shares should bo fair. 

Raising of Capital. When the amount and the form of the capital of n 
company have boon deoMo \ upon, the promoters taka the necessary stops to 
procure it e thee privately or by public subscription ; and if the latter course is 
adopted, a prospectus is usually necessary. An appeal for the necessary capital 
ia made to the public by means of tho prospectus, which has alrevdy been fully 
d-'seuEsod in a preceding chapter, 

T)ie various ways io whicji a public limited company obtains tiig uoccasary 
finance are ; 

{a) Issue of Shiros , 

(f,) Issue of Debentures ; 

. (r) Bank lajans ; 

[d} Iioans from Ifamging Agents : and 
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(p). Public DopositB. 

Each of Ihosa mctboda will now bo conaiilcrod in detail. 

(n) Issue of Shares 

Tlio amount of capital which a company may raise by moans of shares 
is stated in its memorandum of association, in which the number of shares 
into which Buch capital is to bo dWldod is also montionod. But the classes 
into which the shares are to bo divided aro fixed by the company's articles of 
association. It is not necessary that all the shares a com]viny ib authorised 
to issue should be so classified. Some of them may -be classified and some 
may be left unclassified to be issued as a particular class in future by the 
vlirectors of the company. 

The three principal classes ol shares are preference, ordinary and deferred 
shares, but there may be 8e^eral \ariationfl of tliem. The respective rights* and 
privileges of each class of shaTos in a company arc found in its moinoranduui 
and/or articles of association. * 

Preference Shares. 

These am shares that carry with them certain preferential rights in 
priority to other classes of shares end that is why they are called preforonca 
shares, The several rights and privileges attached to preforenro shares may to 
as follows : — 

1. Dividends. The preference shares have a prior right to a fiied 
dividend. I. o., dividend on other clasees of shares are deferred until the fixed 
dividend is paid on the preference sh-ares. Unless the articles provide to the 
contrary, preference share dividends must be paid loss tax ; the declaration of 
free of tax dividends would (fepiive onlinary shareholders of profits to which 
they are entitled. 

The fixed dividend on preference shares may be paid yearly or half-yearly. 
The existence of profits safficiont to pay the fixed dividends does not, of itself, 
give preference shareboldcra a claim to euch dividend. If in the directors' 
discretion it would seem that allocations to geoeral reserve or ether purposes 
are in the best interests of the company, they are justified in passing the prefer, 
enco dividend, or recommending its |>aymoni in part only. But directors must 
act in the interest of the coniiuny ns s whole ; any attempt to defeat the claims 
of preference shareholders by this means would be nullified if the merolers 
concerned obtained an injunction restraining them from disposing of profits iu 
the pro]V)sed manner. 

Preference dividends may be i>aid in a year when a loss has been incurred, 
provided undivided profits carried forward from previous years are adequate to 
meet the payment, that is to say, a sufficient balance of past profits remains for 
the payment of the preference slaro dividend after making good the current 
year’s loss. 

The dividend attached to preference shares may be curaiilatiTe, non- 
cumulative or partly cumulative and partly Don-cnmuUUve. If the preference 
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U atiA ii it is not piiA in ia\i in any ona yoir or lor a 

term oT jairs, it must be paid up in (uU boloie ths nthor abardbolAers can sliaio 
m tho profits. But where the pretereoco aharo ili>iaend is not cuimilative, it 
extends only to eacli ye.ir. Acoordingly .preference shares aro bnown as 
cumubtivo or non-cumubtive preference alares. Tho preference share divi. 
(lend is usually cumulative. 

2. Tlepaymenl of CnpUat. Almost invaruWy prefarenco shares carry 
the additional right to a return of capiUlinimority to other classes o{ shares; 
hut this right is not avaibble unless exiiressly conferred by the articles. In 
the absence of any express pi ovision to this effect, preference ehaies rant, on 
winding up, equally with othdr classes in the matter of repayment of capital 

3 Partn'ipaiion in surplus prof! and assels- Sometimes, especially iu 
the case of companies worlung a rather sjiecubtive class of enterprise, preference 
shareholders, after receiving the lull dJvi.lend to which they are preferentially 
eutitiad. iiave also the right, to a lurtlier shai© in profits niter the oultnary 
sharoboldaTa have receired a ceitain omoont of dividend. A piefeteuce share 
h wing such a tight is called a cumubtvvo ivavticiraitog piofeienco share. Such a 
share is very fitronglv I'Totected. It carries the right to a fixed dividend belore 
the ordinary shareholders cecnive snythtog, so that if tho company is only 
moderately successful its service has to be consideied first and at the same time 
if the compao) earns big profits it gets some further share in them after the 
ordinary sharehoUlers have Ua4 their slice. This form of preference share is not. 
however, common. Prefarenco sliares are, however, entitled to their projicrtionate 
share of any scrplus ossots on winding up. after arreais of dividend, if any, 
have been met and all caintal iei>aid. -unless that right has been expressly ^ 
or by clear implication taken away. This is tho legal position ; but in practice 
compinies usually issue pretereoco sh.ares subject to a provieicra which entitles 
tluDi, on winding up, to priority aa to ropaymeftt of capital and avrearB of 
dividend up to the commencement of winding up over other classes, hut no 
further tight to participate in pvofitB or aseets. 

*4. UigUat Gmiral M-i«tings. The rights of pieferenco shares with 
regard to the receipt of notice of, anil to attend and vote at the general meetings 
of the coatpiay are governed hj the articles. Pieferonce shares may have 

equal voting poweis with ordinary shares. Imt it is usual to restrict the prefer- 

ence share voting jxjwer, and frequently to withhold voting rrglit until the 
dividend is in arroar. 

5. J?iglif to appoint directors. Occasionally, in order to make preference 
shares more attractive to investors, it Is provided kluat the pielerence shareholders 
shall have the right to appoint one or more directore oI the comtany. 

6. Restriction on C'renffon of Prior Rights. A company which hae 
alioady issued preference shares may make a future issue of capital having priority 
over the existing preference slum. The new aUares will then bo known as 
'pro-praferenca shares', Unless tho preforeoco flhareholders' rights are properly 
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Sflfoguardofl in this rospoct by n suitnblo provision in tho company's momomnduro 
or articlog, tbo company may croato sharos having prior claims to dividends and 
capital without consulting tho existing preference shareholders whoso, interests 
are projndiced. 

7. night of Conversion^ \Vhcro a rght oi conversion is attached to 
■ preforonco shares, Iho prefaroned shateholdors can convert them into another 
\cla83 of shares, e. g., onlinary or deferred within n specified timo. Tho right ol 
conversion is usually attached to rodcomablo preforonco shares. Where pro- 
fevenco shares have tho right of conwrsion, they are called convertible preference 
shares, 

6. Guarantee Higlit. Preforonco shares issnotl hy a company may ho 
guaranteed ns to dividend and repayment of cnjuttl hy anctlior comi>nny. 
fiuamnfoed pra/orouce shares offer to tho inre^tm addftr'oiial <Jocurffv. 

9. /iVden>;)f«on Tiights A company issuing preference shares miy 
iitidertalce to rodoera tlietti after a s|)ccifie<) ('criod or after giving a Rj)ecif/ed 
notice. Such pioforenco shares are called rodocmabl© preference shares. 
Iledeomablo jiroforenco shares may very appropriately bo issued by a company 
in the follovring circumstances J— (a) Wlien semi.pomianent finance is to Lo 
raised, preference shares may bo issued with an option for the company to 
redeem them after a specified period ; (h) When, in limes of high interest rates, 
the long view suggests a lower rate, tho issue of roloemablo proieronco shares 
is very appropriate, because full advantage can bo taken of sulsoqucnt conversion 
to lower rates ; and (c) When a company capitalises its profits, tho bonus shares 
cm %ery properly be issued In the form of rcdeem.able preforonco shares, so thatf 
Jf necessary, they may he rodoomod out ol future profits. 

It is, hoTvover, i>oss5hlo to a certain e\toDt that lb© power to issue 
redeemable preference shares may unfavourably react against tho raising of 
preference shares capital, as shares which tho company has power to redeem 
in. the ototA nt maney Tales ialWng wrrald nol commond lVicin«.©l\es l&taerV 
investor. Rut in onler to componsato tho preforonco aharohoHors for their 
postlblo loss of incomo on redom|>tion and provido an additional inducemcDt 
to invest in the issue, such shares may bo rcdoomablo at a premium, or thore 
may be attached to an issue of rcdoomablo preference shares an option for tbo 
holders to take up at par or at a fixed premium shares of another class. In tho 
event of tho initial caxiital cxiwndUnro becoming fully productive by the 
redemption date, tho right of conveisioD may be of conaidorable value and would 
more than compensate the holders for a possible loss of income on redemption. 

On the other hand, it must not be overlooked that tedoemablfi preference 
Bharoholders possess a roaBonabl© assurance that their capital will bo repaid at 
the price determined at tho time of issuo, and tho risk of depreciation in (he 
value of their aharea ia accordingly ilimioishod, 

Oidinary Shares, 

Tha ordinar,- »|nros ,ro t|,mo that ratit (or divijona apd ca|.ilal icpav- 
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inuiit uRor llio vroforcnco ah-uos, but (u&less tijoio aio ilefoned shares) Uioj' 
tnko the Tvholo of jiroEts remaining for distribution flflor the fixed jireferenco 
stare ilivldonds hivvo boon |wW. They give to the owners not only a Tarjiii'’ divl. 
liond prospect but nlro the opiioituoit) of capital epprociatjon on market vaJucs- 

PreferreiJ Ordinary Shares The holders of these shares have the rijjbt 
to a QOQ-culnvlati^Q fixed dividend after tbe claims of the preforence shnrehoiJers 
liave been met and beforo tbe oiditiary shares rank for dividend. Preferred 
ordinary shares thus occupy a | osilion between the profevenco shares and the 
ordinary shares, or xriiere no proforence shares have been issued, they have the 
same status as proforeDce ebatos. 

Deferred Shares. 

The deferred shaios rank for dtvidaod after all the other classes of shares 
have rccQ5\oi3 fixed r.itos of dividend. They aro generally few in number and 
Biniil in nominal value, but the voting i^owers which they command and the 
j'loCls to \sljicL they aiu entitled .irc often coosideiable. 

Adrantagei and Disadranlages of Shares 

From tliQ of view of (he coiiipauy, there aro a Dumber of sdraDtages 
and di8adT.>Tit3g08 of obtaioiug upil.vl by moans of shares, and Ibcso ore !— ' 

A<3vantaee* 1- Ko chaigo of any kindts cre.ated on tbo assets of the 
compAny . Iherotore they remain available for any further fio.iacing by measg of 
borrowing. ^ 

2. Dividends aio not t^yable save out of available profits of tbe company, 
llvon if tbore are profits, dividoods on shares (whether preference or ordin&iy) 
may ko p.vsbvd if iu tlio oi>mioD of tbe dheelers such a vourse is In tbe best 
iutOiOsts of tiio comiauy. 

3. Where recant profits of the conipany havo boon (.onsistontly high, 
fuithor c-vpilil v.vn bo uiswl on very favoutiWe terms by tbo issuo of ortlinary 
tharoa. 

4. Thoro is uo abligatiou to repay tbo amount of share capital duemg 
llio lifolimo of tbo coinp.vny o^v.opt io tbo caso of JedocmaUo profeionco shares 
uud oven the icdeinpt/on of ledccii. iblo preforenie shares is so s.ifeguardod 
by l.vw that tbo finauco of the compau) will not to .vdveiBuIy adootcU by such 
rodciniilion. 

5. The cost of c.ipit.«} will bo touipji.alively loss if the sbaies issued are 
profoiont-o share. 

OhacJvantagej. 1. A ehavo in tbe equity of the comi'any is, by an 
issue of ordinaiy sharos, given to the oew shareholders. 

2. A compantively higher letum is payable on ordinary shares. ' 

11, Since tbo constitution ol the shaiBhoWexs of a toEipany is const.-intly 
changing, the now sharolioldots may toad to ioiluenLe the existing lolicy of the 
company. 

j. If it is desired to inorexso the auUioiisod share capHal of the com. 
paoy, the eauction of llio shaiuholduts is uocossttiy , and if au issue with sny 
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special rights is coblemplated tbo consent of a siiectfied majority of the eiisting 
shareholders will bo required, which may not he easy to secure. 

(b) Issue of Debentures 

A trading company has an implied power to horrow, if such borrowing 
is properly incidental to the conduct of its business. Such power is, bowerer, 
expressly taken in the memorandum of association. In the case of a non. 
tradin'* company the law does not gi\o an implied power to borrow. A non- 
trading company must, therefore, havo express power in its memorandum before 
it can borrow. When a comi»aay can borrow it can also pledge its proiierly as 
security. A limit is usually placed on the amount to bo borrowed either by 
the memorandum or by the articles. 

A company may pledge the whole of its proi«rty and undertaking, both 
present and future, as security for -loans, where it has an express or implied 
power to borrow. If it desires to pledge its uncalled capital it must hare 
express power in its memorandum or articles to do so. The uncalled capital 
cannot, however, be pledged under any circumstances, where it has been 
specially earmarked as reserved capital under eecticn 69 of the Indian Companies 
Act ; nor can a bankiog comiiany, under section 277.J create any charge upon its 
uncalled capital. 

The articles of association of a company will provide whether tbs power 
to horrow is to he exorcised by tbo company in general jneetiog cr whether the 
jiower shall he vested in the directors. The usual plan, however, is for the 
directors to bo authorised to exercise the borrowing powers of the company up 
to a certain limit, and that limit is not to be exceeded except with the sanction 
of the company. The limit may be the amount of the nominal capital of the com. 
pany for the time being or any other amount. Under section 87.G of the Indian 
companies .\ct, a managing agent canuot exercise in respect of any company of 
which he is a managing agent a power to issue debentures. 

Section 103 of the Indian Companies Act provides that a company . cannot 
exercise its borrowing powers until it has received a eartificato entitling it to 
commence business, but that a compxoy may nevertheless, before it obtains 
such a certificate, offer shares and debeutures slmultaneonsly for public subs- 
cription, may allot shares and debentures and receive money payable on 
application for debentures. This rcstrictioo does not apply to private comr'^* 
nies which may exorcise their borrowing power as soon as they are incorporated. 

A company may borrow in the shape of Bhort-term or long-term loans 
according to its needs. Short-term loans are u-ually taken from banks ; but 
lon'*-term borrowing may bo eitbor by means of mortgages on its property or, 
as is more usual, by an issue of debentures. 

Debentures. A debenture is a mere acknowledgment of indebtedness 
giTcn under the seal ol the company containing a contract for the rejiayiiKut 
of the principal sum at a specified dale and for the paj-ment of inlorcst (usually 
half-yearly) at a fixed rate pof ““t. until the principal sum is repaid, .and it 
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may or may not {jRo n charge oa the assets "of Iho catniiany as security for 
tho loan. 

Many forms of ’lohonttiros exist, an<J tho tenn is somowliat loosely aiiplied 
in l)Usmo«s, hut tlso following obsttivatmas sliouW ho laul in eonjimUion \mU) 
tlie foregoing tlofinition : — 

1. A clohcnturo, ns a rulo, is one of a senes whiclj aio cxjircasoil to ranl{ 

pnsstt with oach other as to any charge given hy tho JcLcuturo. If 

the dobentuios of a soitcs are not made to rank jtaH pa^su they would rank 
according to the date of issue or if issued on the s-uno day in numarical order. 
Tho comiiany cannot create now series of dobonturos to rank pari passu with 
tho old, unless tho right has been specifically resccsod. 

2. Debentures are not connned to coniiiaiiiee alone , but clubs, municipal 
cori>oration*, jiort trusts and other public bodies very often issue them. 

3. Debentures usually provide for tho reiuymont of the principal sura 
on a fixed date, usually five, ten or twenty years oftor issue, or they may ho 
roiuyablo on demand, or they may bo Irrcdeenwblo. They can bo made jicr. 
liutual in the sense that there riewl be no fixed time lor paying them oil. Section 
12b of tho Indian Cumpanios .Act lieroiits tho issue of irrodeemablo debentures, 
altlioiigli in praotieo such debentures are unknown. 

1. The r.ite of Interest {layablo is usually siieotfied to bo at a fixed rate 
per cent . but it nood not bo so. The capital sum may carry no interest and 
tiio debentures may Le issued at a discount and tho capital sum be expressed 
to ho repaid at jiar or at a premium. The interest payable may also he mado 
to v.uy with tho profits, or provision may to made in the debontui'cs to the 
elloct that tlio interest shall only bo payable out of profits auJ such iutoiost 
may he cumulative or noD.ciimul-itivo. 

a. DobeiUuces may or may net give a charge ou the piopoity, assets or 
uiu]orl.iking of the company. Where they do give a chaigo they should always 
be leforied to aa Fixed Sloilgvgo Debentures If the charge is fixed or Flo.iting 
Moitg.igo Deboutiues if it is not fixed 

, (1 Dobentuios giving a ebatge on the properly of the company may or 
m.ty not also be secuied by the creation of a trust deed lestiug tho property in 
trustees upon trust, such trustees having fiowot on the default of the company 
to soil the assets and pay oET the debentures 

Debenture Stock. Debentuio stock is a term used to denote the capital 
sura lent to a comiiany which is usnally secured by a trust deed creating a, 
mortgage or charge in favour of the trustees tiiioo tho property foimingtho 
SBcuiily. Tho capital sum or stock is by tho terms of the trust dee 1 dividoJ 
into units, in respect of his bolding of which each stockholder is entitled to a 
(.eitificato. The trust deed provides for a rogfsler of holders being kept, and 
for trniisfois of Uio stock in ceilaiu fiaotions. and usu.dly cout.uns pioiisions 
loi loiHiymout ot the stock and loi cnfoiciug ll« charge. The iacidcUsot 
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debenture stock are for iiructicil purposes the same as tliose of debentures ao'l 
the holders of the slock occupy a position vory similar to that of tho holders of 
dobontures. 

Status of Debenture«(io1ders A dehonturo holder is a creditor of tlie 
cotnjwny, and is entitled to interest at a specified rale whether profits aro 
earned or not except when he holds what is known as an tnconia dohontufe ia 
which caso interest is payahlo only out of profits. lie therefore diffors from a 
shareholder in that the latter is a nieuihcr of the conijiany whose income comes 

Solely cut of profits. A dehenluro holder usually possesses a secunty for his 
loan whcioas a shareholder has no security, A dohenlurc-holdor is not, however, 
entitled to anything more than his fixed interest, however hig tho profits of tho 
conijiany may be. 

Security for Debenturei. A company may issue debentures without any 
security (known as naked delwntures) ; but usually a company’s assets are 
charged as security in favour of the debenture holders. The security may he in 
the form of a specific mortgage or a floating charge or a combination of both. 

When debentures are secured by a charge on the company's property, tlie 
charge may he created by words in tiro debenture itself, or by a deed the benefit 
of which the debenture holders are declared to be entitled to, or by a comb na. 
tion of both these methods. 

Trust Deed. When debentures are issued for public subsoription, a trust 
deed is invariably executed in favour of the debenture holders, a trustee or 
trustees being appointed and rerounerated by the comjiany to act on behalf of the 
debooturo holders. The treat deed contains, inter alia, the following clauses 5— 

1. Particulars of the proiwty charged as securit)’, and whether by 

specific mortgage or floating charge or both. 

2. 'Whether the comjKiDy shall have power to create any mortgage having 

priority to the charge included in the deed. 

3 Provision for redemption of the dobenturcs, including the price and 
date or dates at which they shall he ledcomod, and whether by 
drawings, by purchase in the market, or by ordinary redemption. If 
a sinking fund is to be created out of jjrofits to jirovido for rademiition, 
details of this will be included iq this clause. 

4. Fowera of trustees to deal with tho assets charged as security in tho 
event of default by the company in iiaymont of intoicst or ro’ittymcnT 
of capital or upon a winding up. 

C. Whether the debentures sliall ho K)g*8leicd or in bearer form and the 
manner of their transfer. 

When a trust deed is. in existence, the debentures themselves should 
contain a clause incorporating its terms hy roletcnco. By section 125 (2) every 
dolcnture holder has the right to a copy of any trust deed for sccui ing the 
debentures on jxiymcnt of a sum not exceeding one ru|x>e in the caso of n printed 
fryfct deed or on payment of six annas for ©very hundred words roiuired to bo 
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C'Hiwd wlioio tlio Ini'*! ilnO'l l>>s i«A Iwn |ir>DVc(l. 

TJu' IriivtooB a|irniulo(l iiy Oio company to Inok ntlor tlio iDleiests of t)io 

<lvil)pntu)« liolilois mnj Uo )n<!>\iilnnls or n cor)ior.ite lioily. Diiilis, eh no hro’ org, 
lusynunco tominnu'S nm^ inxcBtniont tinats usually act ns liiistoos. 

The inoBl impuitnnt »»lvanJftjjos to 1 m) obtalnoil from Eoouiin^ tho debentiiios 
1)^ the ejection of a trust «3coil a»o : — 

1. Iho piciMsrty cluugM actually vesta in (ho trustees ; and 

2. Ihe trustee cau enter an«l sell live )uo(H:ity char^otl immedi.itely on 

flof.iuli uU'l utn lontintially watch tivoi the interests o{ the ilel.en. 
turo linUlois and, if necesauy, force the company to keep the pvoj'eity 
cluinod in good condition. lu tlio alsonce of tiustees, valualde tiwa 
IS iisualJy lost l»j waiting foi some daleutiui] holdei to taka action. 

It 13 cloni that foi the al»>oUite pioloct'on of the si'cuiity in the case of a 
fixed eliuigg the title deods of hoeliold piopoity or leases (if the piojortv is 
leasulioUIJ sluiiiM not loniain in possussion of the diiectors, since further cliur^ies 
lunljiiig in piioiitj to the ddeiUuios •• ight ho cre.»loiI. It is not possilde, 
Jiowoter, to gixo the socuritj to each doheiiliire liolclei and tinsfeos are thorefois 
ii|>l<o[nto'l to iO|>rescnt tlioin. 

TIio trustees must cany ont their duties under the trust deed honestly and 
must not commit auy hreich of trust therein containeil, for "they have tho 
lijhilily of nod are in the SAcno |>osilion AS other tiusloes. They nro appointed 
und thoir luiiiiinoratiun is fired by the deed. If do provision is made in the deed 
hii I'emuncrution they are not entitled to any. 

Under sectiuj 14G ut the Indian ComiNinies Act. the trustees for dehoiituio 
holders bsvs the 3 une right to receive nnd insfioct the balance sheets and profit 
and loss accounts ol tho comiscny and the reiiorts oi the auditors and other 
nxiioits as is possessed by the holders of ordiivcty shares in the company. 

Fixed Mortgage- A fixed charge consists of an actual nioitgags of the 
assets of the company usually to trustees for dehenturo holdeia, thereby pie. 
xQiiting the coiujoany from cioatiag charges in priority to the fixed chaige. 

Tho Used chaige is usuilly reetiictod to what are known as fixed assets. 
TIio toinpany c.inoot deal with (ho assets that have a fixed charge upon tliein. 
No fixed charge is, theieforo, cretted on floating oeseta of tlio company. 

Floating Charge. Debentures may bo iasuod giving a floating chaige on 
tho OBsets and/or UDdeit.vlJiig. hath proseul and future, of tho comi'any as 
secuiity for tlio debonturoe. 

A flo.iting charge does not pios'ent the coropany from dealing with tho 
property so charged in tho ordinaiy course of bnsiacss. It may embrace 
moveable piopoity as well os fixed property, and the pioperty eo included may 
change its cbanicter in the conduct of tho comimny's businesa. Tor example, 
stocks will automatic illy change into debtors' balances and cash; dtiblors* 

balances wimiquklate into cash, and cash will bo exjiontled in stocks, etc. 

UnosUed capit il and future property are fieijuantly contained in the chargo. 
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Not until a floating chai^o becomes fixc^'(or as it is often termed Vystalises’) 
is the ccrapany precluded from disiJosing of the assets imol\ed. The circurns. 
tancos in wh’ch a floating charge crystalises (o. g., failure on the iiarl of the 
comp-'Dy to pay interest on the doe dates or neglect to satisfy the provisions as 
to redoroptlon) are onuraerated in the debentures or the trust deed. 

Fixed V. Floating Charges. The advantage of & fixed charge over a 
floating ebargo lies in the fact tliat the dobenture holders known to which lorti- 
cular assets they may look for security, if need arises. Against this, the security 
nn'ordod is restricted to specific assets which may shrink in value. Euildings 
erottod for the sj ccial purposes of the business are often saleable only at a 
considerable loss. 

When debentures are secured by a floating cliarge, the holders may rel> 
upon an\' assets ineludod in the charge for the satisfaction of their claims, even 
though certain assets may not have hecn in existence at the time the charge was 
created. On the other hand, a riak is always present that in the event of a 
prolonged period of depression onsuing, a company’s assets may become iiartijlly 
consumed in nn attempt to avert fluantial disaster. Tills c^entunli^y would 
result ID a contraction of the security furnished by a floating charge. The 
widest security is not therefore nocesssuily the best, and each should bo voli'od 
on its inorits. 

A floating SQCuvity is an equitablo charge on the assets for (lio time being 
of a going concern ; it attaches to the subject charged in the varying condition 
in which it bapi>eos to be from time to time. It Is the essenco of such a charge 
that it remains dormant until tbo undertaking charged ceases to bo a gohig 
eoacorn, or until the person in whose favour the charge is created intorvones. 
His right to intervene may, of course; be suspended I y agreement. But If there 
is no agreement for setsponsion ho may exorcise his right whooevor he ple..Pes 
after def.iuU. 

It is important for iuvestors to romciober that floatil'g dcLcntuics do not 
give a paramount security for the following reasons t — 

' T. The company is fiea lo cie-xte stweific mortgages on the piopotly 
charged in the floating dobenture having priority over such dehentiira unless 
otherwise agreed in the terras of the issue of the floating debenture that'tlie 
company shall not be at liborly to cieate any charge having piiority oxer them. 

2. By section 233 cf the Indian Companies Act a float’ng charge created 
within three months of the oommsocemeot of winding up will only bo effoctixe 
to tlio oxtent of the .amount then actually advanced to the company with ioterc't 
.■it five per cent, per annum unless the cominny was solvent at the time the 
charge was given. 

S. Under sect'oo 122 of the Act, if a njeaiver is api-ofntod in iesi>ect 
of dohcntuies secured by a floating chatgo or |to«506sion is takou b> nr on behalf 
ot such dobenture holders .end the conij>a 0 y is not in the course of winding up, 

tlio vooovver or other j^orson liking i»o 2 «essioti must pay out of the assets 
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eoaing into his hands tho dohts which aie by scttion 230 prefeiential in jiriority 
to the or.jnloicst m lesi-eLt ol tho dobentutos. 

The (.lilTorcuce hetwcen b. hied and a floating chaige is c!eaTl> liTouj-ht tn.t 
in tho following extract from a judgment: — 

‘A specific chaigo, I think, is one that without inoiu fastens on asceitained 
and definite proiortj or prot'orty car^hla of being flscoitained and defhiod ; a 
floating charge, on tlio other hand, is siuhuiatory and shifting in its natuie, 
hoToring o%ci and bo to speak floating with the projierty which it is intended to 
affect nnlil somo o^e»t occurs oi some act >s done winch causes it to settle and 
fasten on the subject of the charge witbm its toach uud giasp." 

Issne of Debentures. Debentures, unloss innately taken up hy the 
managing agents, dimctors atxi theii fiiends, aie usually ottered to ilia public 
hy iroans of a proej ectus, which must include all the information relorant to 
comiviny and to tho dcloBliires as toquiKil lij sect on D3 of tho Indian 
Cditipinies Act, 

Debeahiies may ho issnc*l to a cicditoi >n losiioct of an existing debt ci 
ft frosU Uxau ov as colUteul sccunty. Ihcy aie, hoxxevei, tisuolly ohei-ed foi 
luiblig sid sciiptioii in tho same way as bliaies and afford ii. prosj^oclixe InTOstni 
an ultorn.itive foiui of itnestiuent* in tho company. 

They may bo issued like shares at ]x»r, at^a promiiim or at a discount, 
.^ometiires debentures may be issued at a considerallo discount Iiut no iat(iie<-t 
ID, ly be payable theieon for tome time. 711113 Delsund Sogai Co, I.td , issued 
in 1931 Its 10,00,000 Deheoturos of Bs. 100 each at Bs, 80 jier deleiitura, 
carrying no SntsTOTt foi the tirst two years bvit thereaftBi at the rate of 5j yer 
cent, pel annum. Ihe interest attached to debentures must be paid alter 
deduction of income.tax , but a company may issue debentures caiiying intoiest 
fioe of tax, in which case the loconie.tax on debenture mteiest will be payable 
by tho company. 

Wheie debentures have teen issued at a discount and where any 
commission is paid on their isBUO, tho following publicity has to to giien to 
tllABU facts : 

Soctlou lOG m.ikos it obligatory foi a comiMoy to show any sums paid 
by way of commission and any sums allowed by way of discount on dehentiiics 
ill cxery balance sheet until the whole omouut has boon xvritten off. 

Under section 111, p.irticiilais of any commi&siuu or discount paid on 
dohentnros must also Le filed with tbe Bogistrai along with the jtait’culais ol 
moUgagos and chaiges. 

Any exponsea ircuiml in connection with the issue of debentures so 
f.ir as they are not wiitlon off. must be shown tinder a separate Leadiag in the 
balance sheet, 

N. B —A cnntiact with the company to take up and pay for any debentures 
of tlie company may be opfojcpd b) 0 deprpp for S|X)cifie pei lormance ag laid 
down ip. section 12C. 
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Registered and Bearer Debentures^. A ^ogietojo'l dobaatuja is one 
whoso bolder is registered in . tbe books of tho company. Tba,, object of issum" 
registered debentures is to meet the requirements o{ the money market and lo 
faciliUte dealings. It .simplifies tbe title and enables the company to ..look to 
some specific person as tba bolder to whom tt can make payments, and whoso 
receipt is to bo a aufficiant discharge. 

Allbougb a company is not bound to keep a Register of Debenture holders, ' 
yet in practice one is usually maintained in which to record the names, addresses* 
^occupations.nnd amounts of bolding of each debenture bolder.- This register is 
dealt with and written up in the same manner as the Register of Members. 

If a register of debenture holders is kept, section 125 requires tb.it it must be 
open to the inspection of members and debeoture holders during at least two 
hours a day. There is a heary penalty for refasing inspection. 

Registered debentures are transferred in the manner specified in the 
conditions endorsed thereon — usually by mo.io8 of a transfer deed. A cqm. 
pany pan become a transferee of Us own debentures, and the same debentures 
may be reissued as esplaioed later on. , * 

Alternatively, a debenture may be in ‘bearer’ form, ». e,, Iransferable by mere 
delivery. The interest due is paid to the holder Irrespecliva of bis Identity, at 
each Interest date. Coupons are irequeotly attached to bearer debentures for 
presentation through a bank on the due dates. 

A bearer debenture is tberofoie possessed with the attributes of a negotiable 
instrument, i. ©., its legal ownership passes by mere delivery, no written transfer 
being necessary to Invest It in a purchaser. 

Some cotnpsnies issue bearer debentures in the first instance but they 
give to the holders the option of converting their debentures into regiatoretV ones 
if they so desire. 

Redemption of Debentures. Under section 126 a company can issue 
ftreuWonriyiV iud’ wwi* jibiiwavtivvinf AwdMVf>jRr> 

in practice. Debentures are invariably redeemable, and the date on or beloie 
which they must be redeemed is stated in the terms of ^issue. The provision 
for the redemption of debentures is nsually made by one or more of the followinj 
methods t — 

1. On a specified future date, with an option entitling the company to 

redeem (either in part or in whole) on or after a stated earlier date. 

2. By purchase in the market at or below a certain price either at .my 

time, or on or after a specified date. 

3. By drawings, either at lived intervale, or at the company's option on 

or after a si>eeifiod date. 

In addition, the redemption may be at a price corresponding with Uie price 
of i^sue. or may be at a higher price, or may vary according to the jtarlicular 
Option which the coiniMiny may exenase. 

Til© object of a company reserymg to itaelf at least two alteniativcs, cither 
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fti to ilata or ns to l>uco. or both, ia to eonbla it to choose tbe most favounible 

time to roaooin the Wn. liAsing regaid to tbo sUlo o( its own ciedit and estorua^ 
ffloDotary comlilions. 

Conrertible Debentures. In somo c.isos nii ojition is giton to dabeuture 
boMors to exchango llieir deboaluios for sluros. Such i\ lu-ovision gSvos an 
inaostor tbo v^nilogo o( cowaing m with the bUIus of Bocuiod cioditor nod 
TOt.uning timl rolatioiisliiii with Dio Loin|>any until such timij ns jiroCts niipeir to 
be surDciuiilly high to justify chaiigmg Jiis«Utus to that of n eharohojdar. Ua 

is thus al)io to letiiin tho adaaiitago of baaing b^s iiionoy scoured ou tbo assels 

until tlia comiiany ih in n souad (inaanial (lositioa nlihough it aust bo realised 
that oncQ ho bns oleulod to oxebango bis dobonturos for sbarus. ho lias no rf^ht 
subsequently to reiert to tho capacity of clobeuture holder. 

Registration of Mortgages. B> eottion ItKl, ovory aertgago or charge 
treated by u. connuiny and being either— 

(n) a mortgage or ebatgo (or the pur|iose of sccuiiug any issua of deben. 
tures . or 

(/>) a iiiortgige oi charge on uocallod share capitni of the comiuuy , or 

(c) a mortgage or charge on .tu> iiiiuiovable property where\er situated or 

any interest thereto . oi 

(d) a moitgaga or charge on any book debts of tbo comiiaoy , or 

(r) a inortgage or a charge, not being a pledge oa any coovsablo properly 
ef tho company, except 6tock.iD.trade . or 
(/) n iloatiog charge on ibe undertaking or pioporty of the company ; shall, 
so far as it contains a charge, be toid against the liquMator snd 
creditors of the cooti>any, unless it is delivered for registration with 
tlio llogistrat within twontyono days of its creation. 

• lu nddition to the registration of inortg.kgos and ehnrges with the Eegislrnr, 
the couijiany must keep (t) a registoi of mortgages and charges speclhcally 
Htlettiiig the pioperty of the coiniuiny (section 123) , and (ii) copies of all 
luurtgjgcs and charges which bate to be logistcrcd with the Registrar (section 
117), Section 121 further proMtlcs that both these shall he open to tha insiHie. 
tion pf any croditoi ui member without ebargo, and tbo legistei available foi tba 
iusiioction of any othoi person on iiayrDent of a foe not exoeoding one rupee. 

Advantages and Disadvantages of Debentures ^ 

Advantages. 1. It is easiei to la'sesulbuout funds as it is possible to 
tap couser’iativo iwplo who ilesire a fixed income without much risk. 

2. Tbo fear that il too many ownership bBouritiei, are fssuod tlio r.itu of 
iuluiest ou thorn may fnll down is lumoved, us the letuiu ou the doboutuios is 
fixed leaving thoTest for being shared by the owncis. 

3. If sulGcieut funds Hie raised by debentures tho diiGculbica that arise 
owing to dejicmlonco vii'on wncevtain sources of capital such as piuhlic deposits aud 
couiuieicial banks .uc ruinovoil. 

d.' Tbo dubcntuios am Uioro economical oS tbu rale of iulorest on them ja 
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inloro3t and willi no i>ros])Cci uf tiidUl uppnicUtfon do noL altnitt liiin. 

IiislUulion.il iuMjslora aucli ns l)ankB, insur.inco cnmininios uiiil invostinoiU 
trusts do not t»Ko up induatrml doLoiitures. lusurnnLo comimmos mo not 113 u 
rido in n iioaltion to invost llioir fuints in dclwiittnos owin" to tho rostriaioii 
iiiiposed 1>y foction 27 of tholndiiinIii8umiicoAttoflOJ8.wliilocomuiorci.il 
iMiiU, following tho lead of tho Imi-orml Bank of India, do not favour dobcnluros 
.18 a uiciins of jnveatinonk. Whulorcr insestmonl trusts uo Imvo in thia country 
arc all of voiy rocont grovvtii. 

Tlio ho ivy stainp duty on do^iontuios and on llioir transfers restricts, to a 
loitain extent, tho cro.vlton of a froo market in them. For oxamplo, in Bombay 
tlic st.itni) duty on a debonturo Imnsforablo bj ondorsomont or by a soparuto 
inslTumcnt, of transfer is Its 7--8-0 per tlious.ind rupees. On each transfer 
tliure is an additional duty of ft siinibir amount. In the caso of boaror debou> 
lures, thero is niv intitial dvity of Us. 15 jot thousand at tfio time of issuo, but 
thoro is no additional duty on oach truuslor nbfcli is otloclod by more dvltvory 
of the dobuuUirc. 

Iheinitfal el.itnp duty of Rs 7-8-0 per Rs. 1,000 on dobenturcs nhioli 
are tiansforablo by ondorsement and Rs 15 (air Rs. 1,000 on boaror dobonturos 
inciirrcrl b> the comiainy which issiios them is fult to bo a burden, and the costa 
nf transfer which fall on the invostor uro coosidoied to bo a handicap to offecting 
easy Iruusfere, 

Moreover, the small size of most of the debenture issues provoDts tho 
cioation of a real market for them. Xbo jute mill dobenturos are an exception. 
Not only are tliey jiopular. but they are considered to be so safo an Investment 
that very few transactions are roi*orted on tbe Slock llxchango. In regard to 
feoHio of the dobontuies llo.itod in Bombay, they are mostly taken up by limited 
groujm of fin.inclors and do not usually come to tho uiarkot, llonco the public 
in Homb.iy h.is not bocomo accustoniod to tho buying aud soiling of industrial 
dobenturcs, ^Vhcn the Tala Iron and Steel Co.. Ltd. iasuod debentures to 
piovido itself witli woiking capital, the ontiro sum of'CfOO.OOO (Rs. CO lakbs) 
\vi\6 swlMicvibod by one Indian Piinco, the Mivbivrajv of Gwalior. 

All deLcnluio issues in Indi.v aro UBu.vlly of « vory high denomination 
(.Rs. 500. Rs. 1 ,000 and oxen Rs 10,000) and thoy thus beyond the reach 
of tho investors of moderate moans. •A low denomination debenture gives a 
double advantage to the investors with inodetwto moans, because they cannot 
only invest their money in it with groaloi socurity but can also reduce llieir jUka 
fuitlier by diversifying their invostmonts. 

2. Altitude of ISanJcs. Ferhaia tho most sovoro handicap to tho deve. 
lopinont of debentures in Indi.i has been tho altitude of banks A tompiiny 
which issues debentures find its credit weakened m the eyes of the banks. Its 
slkiros coiiso to bo aceoptable as colliloral. and a company which is oncuniboned 
with ft deboiitiiio loan h.is not the sioio tiodil with tboui as one without it. The 
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reason for tin’s attilmlo is obvious. *Siiiaj debentures are a first charge on tbs 
lirovorly of tlio company, it is supiwsed that the security for banh credit is 
uocossarily loss. 

3. Terms Kot Atiraefive, Thoro has boon little variety in the nature 
of the industrial debentures offered to the msirVot, and debentures with no special 
attracti\e features do not find favour with tlio investors*. Other countries hare 
bnown a great many forms of dehenture issues, such as guaranteed debentures, 
debentures witli a tomiaralhely high iHcmiuin on jedcmiiien, debentures having 
the right of appointing one or more diroctoTs of the cempany, debentures carrying 
the right to purchase ordinary shares at contesslonal rales, and so on. In a 
country like India where the capital market is not jet so highly de\eloi) 0 d 
it is all the more neccEEaty that very liberal terms should be attached to 
debentures, 

4. Govcntincnt’ti Fhcal PfAicy. Ihc fiscal lolicy o! Goternment has 
bceu iiartly rosixinsihlo tor tl e lesser use of debentures in Indian company 
financo. hen onco an industry is tlarlcd, the indufetrialirt has no guarantee 
that ho will bo protoclod, if any such necessity arises, against unfair foreign 
competition. Hieroforo the investor in an Indian induitrial undertaking has 
no assurance that tho indufctiy m which bo iurests will roach the iirofit-eitning 
stage or that tho iiroCts, when once they accrue, will be inaintninod by in. 
auguration of proper prctecti\e mcasurce c« tbe purl of tho Go>erninciit of 
tho country. Apart from the question of gr.iDlij>g j'releclicn, there are, on 
the other hand, other Goremment measures (o restrict the fiowof capital into 
iudusiry, such as the imiicsition of excise duties, anti national import policy «ilh 
regard to consum]>tloo goods and so on. 

5. Heavy Expenses of Tssue- Debentuie issues of induetrial concerns 
base carried interest in India at v.irying rates not merely according to tbe Bound, 
ness and credit of tho concerns hsuiog them, hut depending on lbs tiuio of issue, 
tho volume of issue and reputation of the undeewriters. Iho intcrcBt is known 
to bo anything from 0 por cent, to 0 |)or cent. , aud in addition to the intorert 
there are the initial legal and stamp charges on tbe issue to bo paid bj' tbe 
company, and there is tho underwriting commission. Sumelimcs the issue prico 
itself is below par. 

6. Ho Advisory Agencies, Then? is do recognised Jnclbcul in India by 
which the general {lublic can obtam athico aud assistanto cs regards in\oslmenls. 

Ko doubt banks* clients can obtain some Sort ofod\ito from their bankers, but 
llioro aro many urban centres which do not still josscss any banks and Ibo 
assistauce where it is a\aiUbIo is not of the Retire, dirocting kind which hanki, iu 
other countries supply to their cusloniors for the adMinconicnt of induslricfl. Tho 
b*x>cVc Exchanges function only in the largo ecaj-orls and an upeountiy jiiveslor 
lias lillle chanco of golting in touch with any roliablo or rocoguisod iwtubcr of 
those Exchanges. 

Tradin* on Equity. A coiii|Mny may obUin a part of its ro-^ourccs by 



riNANOINfi or BUSINESS CONCERNS 


m 


liorrowin », wlilch nuy ho Irtn" tonn. sliort.tomi, flociirerl or tiUBocuroil, foroial oi 

tnfnioiil. 

The coniinny houows moiioj usually beduwo item use the borrowed 
funds to earn luoio than the rate of laterost paid for t!ie use of tho funds. This 
jiractice is known iia ‘"/Vdi/fjiy o« A'ijhiVj''. Tho ordinary sliaiohoWots aro tho 
ownuis of tlio rosMii.1,1 equity in a coiniuny. Tina equity is gitou as security to 
the lenders, who nnist ho paid in lull beluro tho ordinary shareholders got hack 
injtliing. It IS houiuse of tho greitar safoty of his position that a lender is 
nsuillj wilting to tako u lower late of interest tlian tho rate at wliicli Ilia 
C'uniuny cm omidoy (tio ftinilsso obtained. 

It nnist, howoioi, he noted that eoiuctin^fl company lias to hnirow bo. 
ciiisa tlut ia the only way m wliitU tlw oacoasary fwnda c\n ha ohtvined. The 
elHiulmlders aiQ nuwilling to put ii|i nioia aioiioy, yot the htisioass must have 
biinU il it h to carry on Bonowmt is the only way out. 

Wlien furthoi cipUal >a needed and it la not desired to hioaden-lho basis nl 
owiieish'i', an issue of <lahentures aulvos the diffiuilty, sines ttie costofllis 
lulilitionil cipital is esutly known. Should the ptosiMsUs of expansion and good 
trade I 0 oxcollent, an issue of lorn capital is doeiiabIS. If tho period of good 
trade arrives, then expansion cm take plavo and the issue be ledeotaetl outof 
aeuunutlatod cash resones built up by withholding piofits from distribution tn 
shareholders. 

The Underwriting of Corporate Securities 

The practice of usdei writing arose in connection with shipping ventures 
during the seientoentb century. The loading ship morciiantsof London vveie 
acuuatomed to assoiiibling in IJoyds Coffoo House to transict tlioii mutual 
businesa. In the couiao of time, the custom ftrose of dividing the risk of ventnte- 
Boine voyages among a niiinber of dilTercot nioicbents, eacli one ngreeing tn stand, 
n fixed sbaretii the toss or to receive a pmportioaato slmie of (he piofits. The 
contract to this effect was passed about, and each merchmt who agreed to it 
wioto his name under tho contiuct — honco the woid "underwritiog”. As is well, 
known, the term is used chiefly in relation to the clietribution of iusurancB risks, 
thougli when applied to industrial socutities such as shares and debonluros, the 
vjsUTJttc'iihhhRSU^rti.'ft'itRjV.init.nianBJrj.^Jtiib'Adii^scfudcru'iViRj-trix.. 

Underwriting, as the term is used in corporation finance, is a method of 
Rales insaranco, whereby responsible porsons fknown'os Iho anderwiitors) agree, 
in consideration of a commission either to parchaso specified corporate securities 
in bulk for resale later, or, if tbeso securities are offered by the company to the 
public, to purciiase any balance of sneb secoritios not taken up by the purchasing 
public. In either case, tho company is sbsolutoly assured of the sale of its 
aecutitiea. 

■When a suhslantial company has boon organised and its shares and 
ilobontuies are to bo si>ld, or 'nhon a company already in existence offers 
additional securities, tlic question of Bale is OBO of paramount importance. When 
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industrial securities, are offered to tho public, ho\TCver sound an issue may be, 
there aje alnays at work factors wbicl] may prevent a full response irom the 
public. Tho investing public is capri<?ous and does not always appreciate even 
the soundest undcitakinga. Subscriptions may also be scarce on account of 
another attractive offer being before tho public, or because of the state of the 
money market. It would bo fatal to a company trying to raise finance if its 
appeal for funds left it inadequately supplied. To prevent sneb a catastrophe, 
tho issue will be underwritten. 

Advantages and Disadvantages. Tho company that issues undorwritlon 
securities is absolutely assured, no matter what the conditions of the money 
market, that its money will bo avalLible at the agreed date j3r dates. Tito 
company can at once proceed with wbatexor projects the capital is designed to 
finance. There is no tedious and castly period of waiting during which tho 
securities are in process of being sold. Many now enterprises are of such a 
nature that time is an important element in making them successful. If, lor 
example, e new plant is being built iu order to handle Leitaiii contracts, or, if 
an effort is being made to forestall competition, it might bo fatal to the project 
if its inception were delayed until alter all the securities bad been sold. 

The danger of discredit or of r}oa')cial ombarrasscoeot from a failure to 
sell the securities is eliminated. Any unsold securities are qoiotlj' taken up by 
the underwriters, and the company pursues the even teoor of its financial wuy 
undisturbed. ^ 

The company gets the benefit of the 8i)ecia!i8ed erperionce and iudgoiont 
of the underwriters, end thu.s tho risk of making a serious error in the foim or 
in the price of the new securities is rolucod to a minimum. 

Not only is the undorwritmg device advantageous to the company, but 
also to the investors. In tho first place, the fact that an undorwnTing has been 
arranged is in the nature of a guarautee that the security offoretb ia Boimd, A 
still greater advantage is the insurance of the purchaser of the security against 
tho same coDti 0 guncies which w'ould he baimfuf to the company ; for it must 
bo borne in mind that the moment the purchaser becomes a sharcholOer or 
debentureboldor in the company, bo begins to share in its gewd or evil fortune?. 

If the comjfany, theieloie, is iojaretl hy dragging out the sale of a new setuiit) 
issue over a long period or by bringing out a security issud which finally is not 
entirly disposed of, the purchaser of the secuiities is one of tho sufferers, it is 

thorefere, to his advantage that the issue should be uurlerwriiion and its success 
thereby assitred. 

It may therefore be stated that the toft of undervM-itIng is well jiislified 
by the benefits loceived ; und no one should grudge the eij’enso in\nl\ed in 
arranging for underwiiting. 

Underwriting Procedure. Two distinct phms ore cdoiiteu iu oidinuiy 
underwriting. Under the first ] IjQ the securities are offered to the public in 
the company which issues them. The underwriters then ineroly stand frohfnd 
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tlio (iftoiins. undejtakin” tQ I'wrtJuse Ihc sccmitses thcn-sohos i{ tliey aro not 
I'Uicbasoil williin .1 i.uit.1111 Imid Lj tliu |>ublic. Ileio llio im{lonviit0is agree to 
becnme cocdilioual pui cb aseis ol tbo semrities. 

Uodor tbo scvond plan tho ui^iv.'ntos puctiovlly purchase the socuiities 
]’<•} ing {or theui at si.ch tioies ami to such amounts os may Lc a reed. Ibis is 
known ns ‘/irni undmrri/iug’. Iho uodui writers then either sell the securities 
at Qtico, or bold tbcm vintil such time as tboy can Le disposed ol to advantage, la 
eillier case the comjiaiiy bts its luoncy and is not further (lirocfly coneeined. 

Underwiting Commission. The con.mission luaj.-Jila to the imderwiitois 
IS culled mulei wiitiug comm»« 5 S»on , and it is imy tldo on tlie nholu ainoiint of 
‘h.iics anil .lolentiiics undciwiitloii, iiiea]>eLti\a of whether oi not the> aie 
calJod I'pon to takonpanj of such aliaics ami delientuies uudei the agioemewt. 
It m.15 lc cftkuUled .vtcoiibng to »ciwurcnt e'tlioi ujon lliO nujiiinal \j1i,o or 
the 'ssie pi'ce oi Iho sccurtti<.>s undui mitten. 

Ibc rate o£ counuits'on V''V*hle foi undeiwjiting varies with the naUne 
ol the risk e , tlu) Mulus oi the comiuny and the nature of seeiitities), the 
statu of tbo money maikot, and tho fact whether the brokerage (if any) is to be 
paid by the company 01 tiic uovlui writoi. If tbo brokeiage is to be paid by 
llic uudervftiter, as is usually tbo caso wLen Issues aie UBlornrltten, the 
tofflm}«sion will be conespondiudy bigboi. It may range from I", to 10 %. 

Sub<underwriting If the uodei nnter doc« not wish to cany the whole 
risk on hi8 o«v' sbouldais, be rosy transfer a part to someone else 'Xh'S is oallovl 
stib.UDdei writing, which i« aiianged by rueaiieot a contiact mule between the 
t luloiwiitei am! tlie sub-umletwriter, the company uot being a paity to it. 
'llio sub.uodei writing IS usually efUcted lit a lalo as much below tbo rata of 
undeiwriting comaiissiou aa I'ossible If tl-e undaiwriter agrees with the 
coinp.'iny to airange for sub-underwritirg, ho is usu. lly gfien an aiiditioiul 
commission for such seryico known as ‘orerrirfinp <onti«fssio«.’ SorootimeR, 
howerer, ID lieu of overriding commission the wodorwuling commission it:eH is 
incroased 

Brokerage. When the shaies atul debentures of a company are offared to 
Iho publ’C foi sale, it is usually stdtod that the compmy will pay brokerage nt 
n ccitd'ii late <0 b.ankers, bwheis aoil othei sgonls who piocuio 

iuyeia for ita sbaiea aud debentures Iho brokerage is ru'd in respect 0/ tiie 
api iicalion foinis beaiing the biokejs oc banVeis' stiosp. Where the issue has 
I eon underwiitlcn, hrokeiago may be boino eitbei hv the coinjiany 01 by tbo 
iinderwritors accoiding to the underwriting agreement. 

Why Underwriting Less Developed itv Indio.. In England and Amorica 
most of the public ifsueR aie undeiwiiltDn , but that is not so in India. This 
nbsoDco of underwriting may be attributed to tho following causes : — 

1 . lu England and Ameiica tbsio aie si'ccwl institutions eiicb as ''ssiie 
bww'^cs, inaestmont trusts, finance companies, investment banks and tbo like, 
ivbich undertake Ibe wojk of nnderwriling indnsUUl seemities. In India there 
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have been mi rec^'ntlj' no such ei'ccial Bg<*nc?**9 who coukl im^ertako this work. 
The absence of such insiitutfons has beoo due to the infmcy of joint Bfock 
eoterprisa in the coimh-y and Uio rolaUrely small acoount of the country's wealth 
invested m industrial secuntias. 

2. Greater risks were attached to onderwriting I'n India than in other 
countries, because here mdustnal seettrities did not command the confidcoco 
of tha investing jiuhlic on account of froiuent company failures. Securities 
offered by good com'iunias under able management did not neod underwriting 
as they could bo easily sold without its aid; while the securities of wedc 
corap-rnieg that needed underwriling did not appeal to those w)io could eomo 
forwanl to underwrite them. 

, 3. The managing agency system itself has hoeu a hindranoe in the way 
of tlio davalopmcDt of imderwritmg. Bc/oro a jxsison can coma forward lo 
underwrite the shares and d 0 l)enturea of . I coinjuny, he will naturally evainiua 
the proposiUon, c.\veful!y weighing its clnncos of success , hut this procoJurc in 
many cages is not liked by manuging agents. 

4. Sranaging agents aie usually able, without underwriting, to go alie.id 
with tiieir capital plans, because of their own resources and aUo because of tha 
confidence that they would bo ah'o to secure, in addition to the gufiscribed share 
capital, a considerable volume of public deposits. 

However, the system of underwriting is now gradually improving and 
during Ihe last fifteen years quite a large oumhet of ieguss have been under, 
written. The obstacles in the way of underwriting are now disappearing, and 
an increasing number of compmtes are now resorting to this device. The 
business of underwriting the shares and debentures of companies is done in India 
by promoters, vendora, managing agents, share brokers, commercial banks and 
investment trusts. 

(V Bank Loans 

Generally speaifing, t'de laic'iardibcif capicai* required' iiy puo'lic compinieir 
should be obtained by issuing shares and debentures' Further, an Ideal arrange- 
ment is that companies should also pro\ide their minimum working capital in 
the same way, 2he amount of minimum or normal working capital will depend 
upon the particular circumstances of each individual company. Any extra 
requirements of working capital over and above this minimum may be met by 
short-term advances taken from oommercial .banks, which are entitled to require 
that the company maintains a safe and prox>er relation between owned and 
borrowed capital. Moreover, sucb block capital required for subsequent improve- 
ments and extenrions as is not provided ont of undistributed profits should be 
supplied by increase of share capital or by an iasua of debentures ; but jwnding a 
favourable opportunity for. such fortber issue of share or debenture capital, 
commerc'al banks may be expected to supply finance for tl)e?e purposes in the 
form of temporary advances provided that itdequate security is forthcoming. 

The difficulties which lodton companies have to face iu raising tlie neuef. 
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8.uy lavtUl ha%c Hhcatly Icen dieci<»ci1. 15ut tbo jiiollcui of 

lOtDpnl)}' Cimncu in IiuIja ts not confipccl lo tho ffovtsion of long.toiin Cciimal 
jvlono. Hi© insuffitieiuy o( ^oikiDg caintal and tke high coet of sutli eb is 
niai]<)l>Io are an luirortiint clcincDt in tbo firoUcm of comi'anj fioanic in tliis 
country. The Indian coiinnotul banks do not furnish financo for the filed 
cnt>ita) cx|>endilu)o of corojijujcs , tbey merely |irov(de cunont fjnaute. 

TUo I'Tincijinl diioctiooB m vrliich Indian coinuioicitiLl banks suvidy current 
fioaDco to conijianios aro by discounting bills, advancing Joans and granting cash 
credits. ILc rlioit tcim lank louns are ghcn to comjiaaiea usually 'on tb© 
foIlorsiDg toitrjs *. — 

1. Uy far Iho gieater |.iit of tbe advances to companies is on the 
bjl'Otbecat.un or jiUdgo of tb© Btccks )n trade. The difTerenco belrreen bjjio. 
tlioiatioD and plcilgg luaj be noted. The stocks wlicn hypothecated sro 
sloied in tbe godowns of the boirowing comicinies to which the banks are given 
access vrI.eiieTei they desire it. but tbo Ijorrower furnishos periodical returns of 
ktocla to the bonks, 1 he stocks tbot ato hyttothecated remain at the disjvosal 
of the company, lie pledge of stocks, on Ibe other band, means that the stocks 
RIO pincod in llo custody of tbu bank with its oaoio on Iho godown whore they 
oie siored, tbu loniany having no rigbt to deni witb them. I^sturslly a 
borrowing ctutrsy will £ut liko to pledge its stocks if it enn avoid it, beouuse 
tho pledging of stocks is calcul.itcd to lower its piostigo. 

2. \\ hen loans me granted 00 the bypotbocatiop of stocks, the bank also 
reiyuiros frtiu th« cornimny aproiuvssoiy not© with two Bignatuics, one that of 
tho horrovring ccmi any end tbcothei that of its iDsncginS agents. If the stocks 
aro pledged to tho bank, the yoieonal guaianleo of tho uacaging agents is not 
reguhod. 

3. Tho lu.vns and iidvascvs to ccmiciDics aio m.ulo foi twuho uioutbs iu 
the firbt iustnncc, hut tbero Is on option for theii lenawsh 

4. Tho rate of interest charged for loans and ndvaiaos varies with the 
credit of tho hoirovring cinwj’BDiep. b’or ircll.oelaWisbed conii tinicB Ih© jnteiest 
oil the loans is at iLo i icvniling Inij-oiial Dank of India into, but if the coio]muy 
IS not vuiy sound it may bo rciiuiicd to pay one oi tv.0 1 or cont. eitra. In the 
CRbo oi cash credits hanks scuietiu.es insist on Ibo ImU-inteieBt cUubo by which 
tho bortuwer hss to pay to the Lank interest on at toast half the amount of cesli 
Liodil iirespoctiTo of the ameunt drawn. 

C. Danis usually icsiit on msintaining tv muigin of iiLout 30 per cent, 
ill togaid to ndvaiKos agiiiuit vlucke «nd oven a bighor morgin in legacd to ttccLs 
in I'lOLOss of nmmifactuia. 

It will thus bo eeoii that cLnivdoios jji Jodia do not euioy full Liinkirg 
facilities in Iho rmittoi of laising financo Banks do nut make long.lerui 
advances to compauios, and tho eliort-teim loans aio made on voiy unfavourable 
larms. Tbo following arc Boim of Ibe i>iincii>al directions in vihich banks in 
India can make tbeuisohoa m> 0 io soivicesble to companies : — 
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1. la cooDoction with tlio issue of shara^ aod ciobontufos by couivanios. 
such uf tho existing ccminorOMl banka as aro welhcstablishoJ aQ<} carry on Ibelr 
ouHnary banking business on tho safest and soundost lines might with adv^niago 
to the companies follow, as far as pcssiblo, Iho Gonuan system, a ilcscription of 
which is gi^on later on. It is not, however, to tho advantage of either the 
toanceitjiil hanking ss’slcra or Ibo companies that any of the wcakor banks 
shoultl jmticlpato in such financing, and this will iiartfculaily ajjiily to tho 
numoi-ous banks foimccl in recent years in this country. Ibis new class of 
business rcijuiros much oxporicnco ami an established iKiItcy of sound hanking. 
It also (Icznands considorable capital and a firm rosistcnco to tho speculative 
temptation which easily arises in a line of business whore securities tiro created 
and sold. Tho bulk of tho joint stock banks in India are at present not ready 
for this activity, and oven tho target ones can cultivate it slowly, with groat 
caution and pmforably under coinjiotont guidance. 

2. It is disirablo tJial a commercial bank, which has businoss roUlions 
with industiial coiniianrws should have somebody on Its managoaiont, say, an 
assisbint manager, wbo is Jully conrersabl with the financial side of industries 
in general, so that itu oj orations with industrial concerns may bo facilitated. 

3. lliere is need for a 6ymi»atheUc attitude on the jiatt of banks towards 
industrial companies. This was tho secret of tho German banking jxjllcy la 
ro8i>oct of her, industries. German banks used to delegate a member of tholr 
manegemout to act on tho Board of Sujicrvieots of companies with which they 
had business rclationi in ordot (o maintain a close connection with those 
companies. Tho prosenco of those bank dologafes was of considerable uso 
to tho Industilal comjianics in view of Ihoir gonoral exporionca in finance. 
It was also of advantago to tho banks tbomsclvos as a measure of protection 
against losses. In f.ict tho syslom of close inlorcourso Lotwoon banks and 
industnal comiianics thug biougbt about created an atmo3])horo of mutual 
conUiTenco wild rosulliinf fienolff to GotTi jKirCros. WiVfi tfio oOjbci' oi'cTim'ihg'rf 
sympathetic attitude onthoiiHit of banks (owaids industrial companies, it is 
useful to h.avo banks' local advisory coimnitlcos in important trading centres. 

A number of joint stock banks have got at present such local advisory 
■commlttcos. Such local boards are very usoful aud desirable not only to help 
the bank in assessing tho financial position of its clients, but also in removing 
from tbo minds of its clionls tho suspicion of unfair or unsympathetic trost- 
luenl. In order not to weaken the tesiwnsibility of the management it is, 
however, nocosgary that those local boarils should bo invested with functions 
of a purely advisory cbaracler. • 

4. Banks In India insist on tho full backing of liquid ossots for their 
loans and take no nccounl ol valuable block cajiital. While Ibo question of 
doctdiitg about t!ic natuio and adequacy of securities offered for loans sbouM 
bo loit to tho final decision of the banks tbomsolvos, tbeio is obilous roeil for 
a more liloial j obey on the part of banks in this resjxjct. Industrial comi'S- 
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Qies in India tnay reasonaWj Mpoct to fcaio tlia whole of their worhlng 
capital 6U|H)liod by commercial LanLs, if adequate aecurity to tho satisfac- 
tion of the baiilis is offered and >1 it is reco^iecd by tbo borrowing companies 
that the banks can demand rupayment of tho whole or part of the amount lent, 
if necessary. 

5. Banks in India lend mu<dilcs8on personal security than in olbor 
countries. The grant oi advances on persona! credit m Western countries is, 
howaror, limited to big firms of undisputed standing. It is not possible to 
recommend an indiscriminate extension of the system of granting clean credits 
by banks in India ; but with the increase in the number of similar large firms 
the reluctanco of banks to lend without security should gradually diminish. Jf 
banks make no difference between boirowers of different standing and follow 
the same policy in all cases, there sbonld ha a change of policy on their part 
both in the interests of the borrowers and the interests of the good name of the 
banks, otherwise the banking methods would be stigmatised as pcimitiyo. 

Cermair Banks and Industry. The following is » brief description of the 
relations between banks and industrial companies fa Germany as they existed 
before the World War II. 

An industrial company in Germany had what was called a current 
account connection with its bank, which was distinct from the current account 
. as used in relation to banks and tbefr clients in England or fa India. la the 
ordinary current account cocnevtion, the custMser was eometimes In 'debt to 
the baak and sometimes had a balance to its credit. Many claims thus arose 
on both sides which were not settled individually but were settled periodically, 
usually every aii months. The extent of the iadustrial company’s indebted, 
cess, the maximum ]>eriod for which it might be nutstaading, and the security 
to be given were fixed by sgteetoent from time to time after consideration of 
all the circumstances of the case. The current account advances were used 
by the average German company not only for the purpose of providing itsolf 
with working capital but also for supplyiDg block for extensions in anticipa- 
tion of recourse to the iDvrstment market. 

The industrial companies in Germany provided themselves with initial 
cspiisl {a two ^j-€. Either tbapriX!}{?t9rs:\srti9^ tie pohiJD to fmbscribo the 
capital and to help to bring ' the company into existence ; or the promoters 
themselves took over the entire capital in the first instance with tho intention 
of placing'the shares among the public subsequently. Although promotion of 
industrial companies by subscription was the geueral praclico at an early 
period of German industrial dcveloinnent. tho second method is said to have 
couqnetoly ousted tho first in later years. In connection with the second 
iiietbod o! promotion, because the investing jiublio either required a lead or 
felt a reluctance to decide ou participation in an undertaking before it was 
fully launched, banks in Germany had played an important part in providing 

:n * 
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tLo greater i>arl of the initial capital, Tvliiclt iras'subso^uontly pliccO among the 
investing iiublic. In order to leduce tho riek borne by a singlo bank and to 
ensure tbo success of the issue, it was very common for Eoveral banks to join 
together in what as colled a l:onsorlium and pledge tLemsches to accept 
a certain portion of the issue. It is irapoitant to notice that the investment of 
German banks in shares of industrial companies was not a long-term invest- 
meat and was resorted to merely as a safe and liquid investment for part of 
the bank’s resources in first-class securities. It is not inconcoivable that 
circumstances might arise when on account of the issue proving unsuccessful, 
the banks might be comixiUod to hold the securities almost indefinitely. But 
such a situation can be regarded as involuntary and incidental. From the 
bank’s point of view, its participation in the promotion of new industrial 
companies was considered useful for acquiring business connections or extend- 
ing the bank’s influence. 

It would thus bo seen that, when an indcsfrial tcroiany wished to 
procure new capital, whether from existing shareholders or by ifsiio of new 
shares or debentures in the general capital market, it arranged the traDSOttion 
with the bank with which it was in permanent banking relations. Iho ordinary 
banking business in which doiosits from ll.« general public are employed is 
decidedly the most important business of Gorman banks. In addition tbere^ 
,18 a department for industrial and similar finance, with a limited share of tie 
bank’s own resources, for carrying on fmanctel traoscctioDS orisiog frea tiiro 
to time in the relations of the bank with llio industrial and similar joint stock, 
companies. These financial transactions requho a icitain airount of capital 
Investment which is kept in conservative lelotion to tlo share capital end 
reservos of the bank. While it remains more or less stable in tbo aggregate, 
its composition fs changing as quickly os market tondilfons allow. If the 
public is not responsive to the offer of securities resulting frem such indiistrial 
financing, it follows that tbo banks cannot contiouo tJicir assistance to industries 
until ttie public is again preparetf to put up tbe now capital’ rcixuirou'! 

The Industrial Finance Corporation of India 

The need of a well-organised agency for industrial finance in India has 
been seriously felt for a long time. ' A groat deal of interest has Lcen 
focussed on the questioo of inJustrial CnaDt-c in recent years in view of the 
fact that India is now on tbo tlirosboW of lurgo-scalo industrial do\elopnicnt. 
The Industrial Commission iip|>oiulod in 1918 g.i>o gieat piomineuco to this 
question of financial facililtos for Indian industries in tliuir lojort auJ btrcsied 
for the first time the desirability of esUbliabing si-ocial inEtitulions for financing 
them. The Banking Enquiry Commilleo of 1929 also emphasised that India 
bad a great indiutrial future and it was highly desirable that stejs should 
immediately be taken for providing short, medium and long torm financial 
asaistanco to industries. But nothing came out of there recemuendatioDB. 

The subject of industrial finance haa assumed gieat iuiiorlonco since tbe 
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C 08 ?it;onof ill l'M5. Inmostoftba io.lustri illy a-lnnced counliios, 

virioiis tyiflq of mstitutioiu )ino l-coti Bol uii for tfio imu’C'/tu of pioiidiuj- louj 

touii fuuiico to iniluBtry. In UnUin two fioanto torpuriiliong, vy., tho riounco 
Corjioutiou for fndustij Mil, aii<l tbo iadustrial I'ltunco CorporatioD lAJ , 
luva Laen for fiuanc>nfi small nnil Inigo Inilustrioi. In Aiislralin 

llio Poniiiicmivo.iltli 11 ink has oroitoci jn fadustriat Cnanco dopartmout, and in 
Cmiaih tl 0 Iliiiik of Ounaila li»SKctp]> n siitsid'nry comimny known ns tlio 
In'Iiistiml Poiuloiitiiont H.itil. of Citiidi foi* snj'iilymg adaquato cicilit tci 
liiiliis'iiil oiilorjiiiso«. \i. lisl our nitiijjul govoinniont lus also fiilfillod tliin 
bti” felt (Joiiund Ijy u‘iia«.ling an Ait lo cntaliliah tlia Industri.il rimnco 
(l»iI>ni.itTon of India. 

Tlio iiiauai^amQnt of tbis Carpontian is eatnistod to a Ilo.udof Diioctois 
winch with tlio nssisUncQ of iin lI'iDcntUo Committoo and n Managing Diiottor 
will oTurciao uU jiowarg an I do all iu..U which OMvy ho oseicisod ov doco by the 
Corjiotatioii. I^ie Hoard U to net on sound liusiuoss iiriDoijdos Imiing duo 
rugard to tlio lutoicst of mdiiBiiy, connnoico and Ilia goncrul public. TU« 
gonoral |iolic) is to ho docido') by (loioiinscol, and if the Bond fails to cany 
out tlio iaMructumB oa tlio Huoation of jiolicy. tho fiovoramont will have tho 
power to suj'oisedo the Banid uud o|iioii)t a now Bo-iid lo its jilaco to 
functioa until a }>ro]ioil> cooatilutod no.vTd is sot up. Tlio Coiponitioa's Boaid 
of Diroctors will consist of twoho i>oisuii8 of whom threo will ho nominated hy 
tho Cuntral Qo\oiamoiit, two hy Iho ffosouo ilauk of India, two will ho 
oloetod hy the scliodulud hanks, two hy tbo co.o|>oriit!\o honks und two hy 
tbo other financuUnatitulions. Oco Matuging Diroctor Is to ho apiioiatod by 
Ceiitrul Govorimiont. Tho Managing Phoctoi will lo a wholoAimo officer of 
the Corporatiou and ivjrforoi such duties as tho hoard may entrust or dologuto 
to him. lie will iiold office for four yotrs and ho oligiblo for loaiipointment 
and tocoive sucii salary and allowances as tbo Boaid with tho appiovul of tho 
Central Govornment may dotormino. Tba ebainnaa of tho Board will be ooe 
of the diroctora (not hoiDg tho managing (liroctor) und ho nominated hy tbo 
Contial Governmont. Ho will bold oflico lor two yours or until his sticcossor is 
Qommated. Tho Hsecutivo Commlttco will consist of two directors eloctod Ly 
thfl nomiaidiQd illroctors and two directors eloctofl by the elected cliroctors anil 
Uio Miinogirg Diiectoi -who will ho the chairman of tho committoo. Tlia 
Corporation will establish its head office in Delhi and offices in Bombay, 
CalcutU, Kanpur and MiwUas It may also oi«n offiaos at other centios with 
previous sanction of tbo Central Goroininont. 

Tho main object of tins Co"jioration is to mako mwUum and long term 
fin iiico ninro readily jiv.iiUhJo to iiidustiial conceins purticularly in circiirastancoa 
whoro normal hanking accommod.vlion is inai>i>roi>rialo or rocourso to cajutat issue 
ineLhocIa is iujpiactic.ahlo. It will not snpplAnt tlio commorclal banks but 
Biipplemont them by pioviding long term csiutal. fiomo of tho moio impoitant 
fiinctiofts which tho Coijioralion has Ixwp authorised tojiorform are as follows: 
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1. Guaranteeing, on such terms and conditions as may l)o agreed upon, 

• loans raised by industrial concerns which aro ropayablo within a 

period not exceeding 25 years and aro floated in the public market. 

2. Underwriting the issue ot stock, shares, bonds or debentures by iiidus. 

trial concerns. 

3. - Receiving in consideration of the above services such commission as 

may bo agreed upon. 

4. Retaining as part of its assets any stock, shares, bonds or debentures 

which it may have to take up in fiilHlment of its underwriting 
liabilities and then disposing of these as early as practicable and in 
any case within a i>erio<l of seven years from the date of such 
acquisition. 

5. Granting loans or advances to, or subscribing to debentures of, indus- 

trial concerns repayable within a period not exceeding 2o years. 

G. Generally doing all sticb njallors and things as may )>e incidental to or 
consequential iJi«n the exercise of its powers or the discharge of its 
duties. > 

It should he noted tliat the Corporation will provide financial assistance 
to public limited industrial concerns or industiial co.operatives. It means that 
private limited companies and iiartoersbip linns cannot have the honefit of 
services of the corporation. It has also been laid down in the Act that no 
financial accommodation will be given unless it is socured ly a sufficient pledge, 
inorlgago or assignment of Government or other securities or other tangible assets. 
The tnasimum amount of accommodation given by the corporatfoa to a single 
industrial concern will be limited to ton per cent of the paid.up capital of tbo 
Corporation but in no case exceeding 60 lakhs of rupees. A notable feature of 
the Corporation is that it can make loans to the companies in' need of finance 
either in Indian currency or in any foreign currency if it is thought appropriate. 
iTbr t^ia purpose iBo Cbrjwratjbn is avt'iiorifea' lb dorrow idrougd rtlo' j%ibrina 
tional Bank for Reconstruction and Derolopmeot. Altbough the Corporation is 
not expected to provide financial help to Government-owned industries yet it 
has been permitted to take up government loans and to invest its funds in tbo 
securities of the Central Government or any Provincial Government. 

The authorised capital of the corporation is Rs. '10 croros divided into 
20,000 shares of Rs. 5,000 each, of which 10,000 abarea will be issued in 
the first instance and tbo remaining shares will be issued from time to time * 
as and when it is deemed fit. The Central Government and tbo Reserve Bank 
of India will each take up 2,000 shares. Rach of two grouj>s (that is, the 
scboduled banks acd the other financial institutions such .‘is insuranco com. 
panics, investmeata trusts, etc.) will Le nllowe^l to suLscriLo uacii for 2,^00 
shares. The romatatng 1,000 shares will he oCTcrod to co.oi)orBti\a banks. 

It has aho been provided that no institution will be allotted more than (in 
per cent, of the shares nsserved for tbo ctisa to %%hfch ft telcpgs. If share! 
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whether any qnestion la or is not a question of policy, the Central Govomment'a 
(Icctaion is to be final. The Central Govarmaenfc has also been given powcra to 
supersede the Board if the latter fails to carry out the principles of policy as 
laid dotvn by it. Farther the number of directors is so fixed as to maintain an 
even balance between Government and other sbarehoJdojs. The Gorornraent 
will have the power to demand a classification of its loans investments and of 
loans gnaranteed hy it and underwriting agreements entered into at least once in 
every year and also a statement in the proscribed form of its assets and liabilities 
as at the cIosQ of each year together with n Profit and Hoss Account for tlio 
year and report of the working of tbo corporation during the year. The 
Government has been also given power to acquite shams held by share- 
holders after paying an amount equal to the paid-up value of shares together 
with n premium calculated at the rata of one }>er cent, of .the paid-up value 
for every year from the date of issoa to the date of acquisition subject to a 
maximum of ten per cent. 

(d) Managing Agents and Company Finance. 

The zoanaging agency system is the foundation of tbo existing methods of 
company finance in this country. India does not possess the industrial banking 
system of tbo Continent, nor are there any Issue bouses, investment bankers and 
the underwriting firms of the Westeni type. Their place in company finance is 
taken in India by the managing agency system. The provision of finance not 
only foe initial fixed capital expenditure but also for subsequent reorganisation, 
ostensions and modernisation as well as for working capital purposes has to be 
arranged for by the managing agents, and they furnish this finance in tbs 
following ways 

1. They themselves subscribe to tbo share capital end debentures o! joint • 

stock companies and also get them snbscribed by their friends and relatives. A 
cursory look at the company prospectuses that have appeared in the press doriog 
Ah? .<5>Jr T’AS-’S' ?r.W As* jr.binh JiSJ? AhftC’' 

friends .and relatives have taken up the shares and debentures of companies 
in India. 

2. They act as a link between the company and the bank when a bank 
loan is arranged on their guarantee. 'When granting short-torm loans to 
companies, hanks in India almost invariably insist on the guarantee of their 
managing agents. 

3. Many companies in India obtain a large part of their pormanent capttsl 
i)y moans of public deposits, wli'cb are attracted only on the good name of tfce 
managing agents. 

4. They are expected to render financial assietanco to the companies 
under their control in times of omorgency. For the purpose of financing schomes 
of extension and reorganisation managing agents have frequently furnished 
long-term loans ; and during the development period or during a period of 

. ‘leprosaion when banks would not advance money or the public would not taka 
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up ilobonluros, tlioy ha\o londoiod coosiJerable Cuancial agpiglanco lo Ibe 
coTii|wnio3 undor Ihotr ti),inagQo»nt. There ere numerous Jnstaucos where llie 
managing agents have 8a%ed comivMiie* from complete ruin by gt^.’ng timely loans. 

C. IJy arising their name (o the prosjioclus of a company, tbo managing 
agents induce the investing public to coma forward with their money {or 
subscribing to the sbaiea and dulenlures of tlia company. The woll-conductcd 
and reputable finns of managing agonU created confidence in tbe minds ol tbe 
investing public. 

{>. In recent years the iuaosging sgonU base also acted as underwriters 
by underwriting tbo abarcs and debentures of tbe companies under their 
managomont 

The managing agency ayetom haa reoderod a, very valuable service to Indian 
companies by furnishing the necessary fioonces directly or indirectly ; but this 
eyslom o( financing by managing agents baa not been free from certain defects 
which arc as foltowfl 

1. The practice of investing the surplus funds of one company in the 
shares and debonluies ol hnotbor company under tiio same tnnnsgiog agents 
{ft I'oriupft the greatest evil. Under Ibss systeot of {ntor-coinpasy invostniunt 
a. Sound comiiduy may sullei for the sins of the unsound. Fortunately this 
practico is now comiilutcly prohibited by section &7-r ol tbe Indian Com. 
luuica Act. 

2. Where u firm of managing agents has a oumloc of companies under 
its managomcot, Its resources may not )o ade<iuato to render sufficient fiaanefa] 
assistance to all the comiciniua. In recent years there has been a tendency 
on tbo part of many agcocy fhms to add to tbo ouisbor of cempanios undor 
Ihcir control. 

3. DanVs in India giant credit to companies on tbo strength ol tbeir 

tiun.iging agents and not on tbw»r own (inancut sUbiUty. Tborefoie if the 
ilu.iuuial posilion of the UMiiJging agency firui bocoincs week, the tanks 
withdraw Iboir credit from tho comianics. » ■* 

•1. In view of the fact that compAOioft doiood to a Us go c\tont on tbo 
financial (iicililias oitoudod by IJieir umnagiug agents, industry in India is too 
luucb dominated by financial coDsidorations and too little by induatrial factors. 
ViiuDio iiiste.ul ol being n servant of indubtry becomes its maater with injiin- 
yu>i icsultv. Iiulusliial o.iiracUy is thus guloidinatad to finance. K means 
tbit It liini which cotuniands aubsUntlal liiuiucial losourcoa very oflon ac'juiios 
tbo managing agency of n coinimny, aUbougb such hrm does not ]>oftso3S any 
iuduetiial or business talent 

The cost of finance supplied by managing agents to tbe companies under 
tbeir management is usually high , and in some cases managing agents charge 
eihorbitoEt rates of ioloreat for their loans. 

G. Where financial ossistaacn from tho man.iglug agents is readily 
forthcoming, it is quHo possilla that tbe company's own internal resources lo 
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the Bhaiio 'of rosorvoB may'not ho streoglhoned, IbuB Veeping the company 
constantly (lei>eDdent ut>oQ the managing agents. 

7. Some o{ the methods adcqited hy managing agents in financing 
companies have been found to ho highly objectionable. In a number of cases 
the managing agents have turned their loans Into debentures with the result 
that the conceins ba\o passed into tbcit hands and the shareholders have lost all 
their capital invested in them. 

8. Owing to the birth of many new companies, there been a deterio. 
ration in the queility of managing agents. Tbs old and well-established 
managing agency firms have no doubt rendered invaluable financial services 
to companies ; but the new managing agents cannot all be expected to possess 
all the characteristics of the old agency houses. 

On the whole, it may be stated that the financial services rendered by 
the managing agents are most important in the earlier stages of the career of 
an industrial company and ought to become less and less as tlie company is 
firmly established except in iieriods of depression. In a country where banking 
development has been very slow, where difficulties of raising permanent 
capital from investors are great in the Initial stages of an enterprise, and 
where at any rate during the period of the Inevitable handicaps to the growth 
of a new company some financial aasistaoco of a Icfod, which tbe commercial 
banVs cannot render, is necessary, it Is obslous that the managing agents can 
fulfil a very useful fucctios. 

(e) Public Deposits 

One of the [feculiar features of Indian company finance is the use of 
public deposita for financing not only current needs but in some cases also the 
extensions. This system is very common in Abmedabad. It also obtains lo 
some extent in Bombay and is not unknown in other parts of the country. In 
its origin the system of deposifs with industrial concerns was undoubtedly a 
reflex and a transformation of the old ayslem of keeping money for safe cus- 
tody with tbe mahajan. In Bombay and Abmedabad the men who founde’l 
tbe mill companies wen? either merchants or shroffs in whom the public bad 
confidence, and hence their savings were entrusted to them, 

Abmedabad has developed tbe system of seven-year deposits, and all 
tbe now companies there have been fins need on the basis of long-term deposit*- 
Such deposits are, therefore, the nearest approach lo debenture?, and fro® 
the Y>omt of view of com\)anies they ere bolter than debentures, because tie 
depositors have no lien on the assets of tho companies. Although serving 
Yiurpose of debentures, such deposits rank pari passu with sort-term dojosits. 
Tbe inducement to such long-tonn deposits is very often the right lo a share lO 
managiDg ogency cororoiEsjon, but for which these would not have been 
attracted. A fairly large part of the financial requiroments of a new conir*®^ 
in Ahmodabad is met by these toog.tenn de])06its, and these funds arc utilif®''^ 
foi block expenditure. 
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Tho r&tos of interest payable on deposits «ry witlt Uio credit stsd 
stability of the corojanies and their tnanaginj: agents. If the manaDgitg 
sgonts of a company are men of standing and lej'Utation, large aroounls of 
I'ublio dejesils inn bo attracted on \ery {a\uunibls terms to tbe company. 
Eceu whore the deposits are for short periods, say six to Iweho monlbB, they 
are generally renewed. 

The adrantages and disadiantagos of this sjatam of finance may bo 
slated to be ns follows I — 

Adrantages 1. It enables a company (by Looping its capital low and 
by lon'owing at cban}i rates) to y^y higher dividends than would bo yoBsiblo if 
tbe whole of its long-term finance wore in the form of share capital. 

2 Where tko public de|<osite are for longer i^riods, they sor^e the 
purpose of debentures without any charge being giren on the assets of the 
coiiii'auy in faiour of detx»itors. 

3. The test end toTmeUly of issuing either shares ot dohentwes ms 
avoided. The receipt of deposits and their rot>a,ymeat are quite a simple affair. 

i. The capital plan of a comiuioy, which uses this system of finance, 
remains elastio, .ts its prot>erty is Lepl free from charge, it is always in a 
position to raise further finance, if oecoswir), by issuing deloBtores. If on 
the other hand, it finds itself Q\ercapilalised. it can simply refuse to teteise 
further (letKisits or to ronow tbs existing ones when they nature. 

Disadrantages. 1. The short-term deiiosiU ate liable to bo withdrawn 
la timea of depression and adrersity as actually bapiened during lbs depression 
ot 1225.20. They are after a 'fair weather frieoeV. When they are withdrawn 
fa a yiotiod of panic, the eomyiauv will hardly hate any other alteruatite source 
of finance. 

3. There may bo a temptation of oioitradtng wbiob easily secured loans 
usually encourage. With money obtained at relalhely low rates coinpnnies may 
be prone to siHieulation and may be tempted to carry larger slocis than would bo 
justifiod by market conditions. 

3. When shortterm deposits are locked up in fixed capital espondituro, 
a company may not be in a posilion to repay tbena on the due dates with 
consequent damage to its credit and reputation. 

4. The losses, which must occur in a ccisiaor panio owing to shortterm 
deprsits being locked up in fixed assets, would tend to frighten away many 
jiooplo both from imostiug in industrial shares and from putting their money., 
on deposits with banks. 

5. The system of. puhliu depwits wUh iudusltial companioB restricts the 
supply of good industrial securities oTailable for the ordinary in^ostor and 
unduly nnrrows the market for such imestment. 

Although some companies ba^o come to grief on account of financing by 
meaus o! public dejiosits, yet there ate in existence many comt>aniee which 
40 
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have denTed immense bensBi from this system. The snecess of any system 
of Snance depends largely npon the quality of a company's management. 
Hnancins by public deposits may col be an orthodox metbed, tut it would 
hardly be fair or reasonable to condemn it trben it bas successfully stood the 
test of time for about half a century*. 

Teat Qoestions 

J. Examine in detail the f^rt played by hundis in the sphere of busineas 
hnance in this country. (Arjra IS. Com. 1940) 

2. Describe briefly the Ccsncial ceeds of modem industries. Bow do 
industries in India usually obtain their working capital ? (Agra B. Com. 1945) 

3. What points would you bear in mind when devising the capital struc- 

lure of a proposed public limited company ? (Agra B, Com. 1944) 

4. Discuss the important jiait | tayed by financial houses in underwriting 

and otborwijo financing jointstock cotoponics. (Bombay B. Com. 102o) 

6. Distinguish dearly between a preferenco share and a dcleotura from 
the point of tiow of the company and the intoslor. Is the debenture always 

safer ? (Bombay B. Com. 1940) 

6. Why* do joint stock ocmpaolcs raise their capita) by ditlsrent kinds of 

. sbarcs ? (Bombay B. Com. 1944) 

7. Point cot the distiogoishtog features of the dJfierent tjTes of shares 

Issued by a joint stock coQ3i>aDy. (RaJj>utana B. Com. 1949) 

6. Kost joint.stock compatues rafsc (ho funds they require by means of 
ordinary share capital, of preferenco sbaro capital and of ddbenture stock. Du 
you regard this threefold divisico as dco to economic causes, or is it merely 
conventional 7 (Bombay B. Com. 1934) 

. U. Discuss the reUtivc merits and demerits of dopoeita, bank loau and 
delenturcs as methods of business finance. (Bombay B. Com. 1937) 

10. Why should a Joint Stock rublfc CciDi»aiy issue difTorent classes of 
shares? Name the different classes of shares issnetJ and discuss the rights of 
each class with regard to (1) Dividend. (2) Capital, and (3) Voting. 

(Bombay B. Com. 1038) 

11. A Limited ComiJany requires more capital for financing increasing 

business. Point out the advantages and disadvantages for the issue of shares 
and debentures. (Bombay B. Com. 1939) 

‘ 12. Explain clearly what you understand by a NDD-cumcLilive preference 

8bare and a Participating Preference Share.^ Give reasons why a Urge part of 
the capital raised bp industrial concerns in India is accounted for by ProforcDCo 
Shares than by debentures. (Bombay B. Com. 1940) 

10, Bow is the cotton mill indnstry of India financed ? 

(Ayra B. Com. 1017) 

H.'- Discuss the differaot methods of industrial finanta in India, and show 
why Celtnti.ro issues are unicyvilar in Ibis couctiy. (Ayra B. Com. 1018/ 
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lA. fti) Wliat are tlio difforonk methods by which joint-stoc!; companies 
are ftnanco'l in India ' , 

(}>) \Y)mt part do managing agents play in Indian industrial finance ? 

(Allahabad li. Com. 1940) 
10. Discuss in detail the part which tlio system of public dfposita has 
placed in the spJioro of industrial finance in India. (Agra B, Com. 1945) 

17. .\n existing mdl company with a good dividend record wlsboB to raise 
a further capital of Its. lO laths for financing a proiected'exteosion scheme. 
Its present authorised and issned capital consists of 25,000 shares ot Bs. 100 
eacti. fully paid, nil shales being of the eatno class ; and it has not issued any 
debont iires 

Draminc briofiv the various methods ntailablo for raisiog the additional 
finance, and stnte rtilh reasons which tnethcil in your opinion would Lo the best 
m tlio ciicumst. nccs nientiunud aloro. (Agra B. Com 1944) 

IR Di'tingnish between tho several legal forms under which working 
c.sp'tal IS ohtaiood fur joint stock undert.ikiogs 

10, W’hat is tho role i>1j>o< 1 h) Indian banks in SBancing Imsiness 
concoius > What luipiovcmaots would yoo suggest? 

(Uajpuinna B- Com 1949) 
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MODERN METHODS OF PUBLICITY 

Tho objoci of ail business is to mabo profits and a mcrchandisiag concern 
can do that by increasing sales at rcmucoraiiTa prices. Advottising and 
salesmanship are both sales aids — means to attain a giren end. 

1. Advcrtlaing 

'Advortiso' until the last century meant 'to inform’ or 'to take notice of’.' 
'Ibero has been a gradual transition and tho word today lias acquired purely 
a comraorci'al significance. Advoitiaing to<lay signifies Eomethi'ng modoin, 
Fomething which has arisen only within the last fow generations. Adrertising 
in the modem commercial sense is the iDrcsttnont of money for tho puri'o«o of 
disseminating information and ideas, usually with tho purpose of soiling some. 

\ thing. It is used thus for tlic puriioso of making commodities known to os wide 
a public as possible ; to arouse interest in them, to establish confidence in ibom, 

' to influence tbo mind of the buying, public, and.^ create and stimulate demand. 

The only way to find a iKirroancnt and ready maiket for anything, what 
o\«r It may be; fs an intelligent and regular adyerlising. No amount of honesty, 
reputation or commercial trarolJiog unas.sisled bp advoilisfng can exhaust the 
posBihilities of demand, AdTortisIng can make the goodness of good goods known 
to tlie millions, and. in most cases, it can do this far more 
profitably and olTectivoly than if each idoased customer were simply left to fell 
its merits to his frienda. Advertising can change tbo whole aspect of a brancli 
of trade. It can force tho tradesman to stock tho prodficls which ho hates. It 
can multiply liuman wants. It can educate people to know the ossenllal 
qualities to ho looked for in products of this or that kind, It can transfer trade 
from one article to another, from one shop to another, from one street to another, 
from- one town to another, and from one country to another. It can alter the 
habits of the {leople. It 0.10 alter fashions in dress, in eating, drinkiog, smoking 
and reading, 

* ‘ Economics of Adrertising. From the economic standpoint, advertis'ng 

is undoubtedly of groat significance — a signiGcaucs which manifests itself beyond 
the frontiers of the home country into the sphere of world economy .** I^rgo 
numbers of people subsist on advertisiog and its associated , activities. It girca 
employment to a very largo number of people — art’sts and writers — and an 
employment too In which ideas count and’in which originality is stirred. It is 
a good training for young bunincssmoD, especially whore thou are ojii'ortunitios 
for progress and improvomeut. The nows and periodical press is subsidise tu 
316 
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tuch ftn estant l>y tlMs hsavy prices obtaineil for S)vtcD thnt it is almost certain 
t!ie public cnu boy tUily. woofcly and mootbly litentino at lialf tlie vtice it 
olborwiso would h.no to i>ay. 

liorgo groups of consiimora, anil somotimes ovou the whole nation, is 
inflttoncod in thoii roii«icemcnts by adsorlisamcnts. Hiey are inlroilwccd In 
now wants, tliQ wants ora atroiigtlienod or cast ssida and now ones tal>o their 
|ilaco. Indeoit, tho oiKortiaing of such coiicoms as big retail stoios, apart 
{coin Ibo gocals they toll, aootna to hane filled a bousoliold want. Yv’hat a 
blank there would bo in the lives of the uncountihle ladies if nil these ndver. 
tisoments wore coQJidetel] nitbilrann from the duly, wooklv. and fiom tho 
f.iahioa and illustrated pai'cra. 

Advertising is & great eilucativo force. It Bpreads infoiination about 
wanuficlnrod goods far anil wide. It is s gievt iabonr-s.vv5ng ilcvtco. It males 
an sUeiiipt to oliioiniito the mlddlemaD. It is a gonl substitute for tiavelling 
salosmon. It is the osseneu of ecoooin) in pioducing, in ssliing and diatri- 
iKlirg gcod«. It iiicroftstn the cmido}n>ei.t In the country, sUbillses the 
price's of commodities itud improves ibo standanl of living of people. Most of the 
new inventions would not bate been business (uopositions without adveitlslng, 

Adveitiaing introduces DOW contriv-iuces. promotes variety in production 
and coDSumption , often it iaamovnsof useful comiotitioo. Effective advor. 
tvaing is ft gftin to tho producer . it is ft gain to the consumer, if gioater utility 
&ad eatisfftction result fraav the substitution of one atticle foi anotbav. Advertis- 
ing can incuicftte new virtues of tbvvft ftod prudence. The advertising of life 
assnrance bas taught peojde tbevv responsibility to their dependents, and has 
saved many from penury. lastly it vs a source of goodwill. It is now beyond 
dispnto that many of the most impoitant businesses have developed and created 
thejr goodwill by means of advertising. 

.Xdrertising, like other tbings. Is not an onmixsd blossing. and it has got 
a darker Side too. Some of the objectiooe raised ftie 

1. All advertising means espense ftod this must be paid by someboily. 
Tho clalni o! advertising to leduce cost is not liue Jn all cases. Theieforo in 
souio cases this acids to the coit'totbo coosumei. 

2. .The sovereignty of tbe consumer is destioyod. The consumer purchases 
not what he wants or likes but what be has boen in/lusucod to buy. lie is not 
the final judge of his needs and the raeana to satisfy them. It is the advertiser 
who detormina what the customei shalf purctiase. 

3. It leads to waste and oxtiavagance. The conaumei is allured by 
attractive advertisements and is tempted to puichase luxuries rathei than 
necessities. 

4. Advertising brings ftbont rapid changes in styles and fashions, and 
these sudden and frequent changes mean loss to tbe consumer as well as to 
tha retailer. The rntailei hag to sell ft Joss goods which have gone out of 
fashion. 
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6. AdvortiBing is ganorally asaoclatod with aduloration of food and 
anhstitution of worthless goods for articles of proved quality. TJiis hoconjes 
possihlo hocauso tho consumer is led to haliove the high sounding statements 
made in advertiseraonts, and ho eannot distinguish between genuine and fraudu. 
lent goods. 

6, It is almost inseparably bound up with oxoggeration. rnisroprosonta. 
lion and falsehood. Cheap medicines sold by quacks endanger tho health and 
morals of the young and the innocent. 

It is difficult to say as to who boira ultimately the burden of tho expense 
of advertising. It is oven more difficnlt to say with any oxactitudo what part 
of tho cost h borne by the adverliser or tbo cDnsuxoor. TJjo ol advovtisin^ 

is to reduce to the minimum tho oxponso of selling gootls. Any saving in 
selling expenses may either increase the manufacturer's profit or rorluce lJ,o 
•pries to tho consumer. Owing, howovor, to coin}xJtition consumers largely benefit 
from it. That 'advertising reduces cost' should ho taken with caution and 
should bo accepted only as a half.lruth. Tho arguments justifying Iho claim 
have application to a cortain numbor of trades and to certain metliods and tint 
also to a limited oxteut. If tho articlo happens to bo of wide use, advertising 
may load to mass production, thus reducing the cost of manufacture and 
distribution. In such cases tbo price to tbo consumer may be reduced, the 
profits to the producer may he increased, and the cost of advcrtis’mg is bortio by 
advortising itself. lo other cases the cost of advertfsiug is a cost of Balesmanship 
and is paid by tbe ultimate buyer. 

Advertising is the most powerful weapon in tbe bands of the modern trader, 
but it is a' weapon with a terrific recoil and frequently liable to oxplodo at the 
broach. It has achieved amaring succossos. bunying somo struggling firms 
from obscurity into front )> 08 ition 8 and creating goodwill values of sta’ggoriag 
worth. It 'is not, however, a casual affair. It does not grow out of tbo. 
untutored inner consciousness of the advertiser ; nor does it descend from 
heaven on a desert of tho undeserving. It is an 'annexe to business; its 
principal outer courtyard has to be studied in the interests of husiuoss. .\11 
business ^rows ultimately fitim honesty. Intensity and efficiency of advariising. 
Tfiat is the writing on the wall of ©very prosperous business. 

There are certain things which advertising can do and others which it 
c.ancot do. It is not a conjuror's wand, which can bring white rabbits out of 
a silk bat or fortune out of folly. It cannot in the long run sell goods* for less 
than cost and make a profit on them. It cannot make a permanent success of 
a bad article. It cannot bring anything but financial ruin on the fool wlio 
offers sawdust to ilio public for breakfast food. It cannot ensure success to a 
product insjiite of mismanagement in its manufacture of wastefulness in its 
distribution. It cannot produce porpetual motion, commercially sjroaking, by 
creating a demand th'at will continue nndimlolabo'l without further effort. It 
cannot force people^ to keep on asking for a thing which .cannot be obtafned. 
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II cannot cliaDgo llio customs of {looiila ia a d&y ov two. It cannot ac!jio \0 success 
in cloCanco of tfii) laws of cuanonnn awl psychology. 

In short, mlvortistng hns a numbor of Iiotitalious, Lut etiU tho art of 
aOvortising is ono that ji.'iya its tloroteos. hringfog success to tlioso who are 
(silhrul and mako Dio fawost inistiLes . and dosp/to all its dis.iiipointawnts, it (s 
the rot] driving foica of a\ory husiiioss that has ni.ida itself groat. Tho poasf. 
hllilics of adiortising m husinoes, n.-tlionally awl iotornat'onally, aro eo enormous 
that no c.in 8c.ircc]y gr.isii tlicm 

Organisation of Advertiting. Tho first difficulty facing a sales manager, 
wlion jirepnring (or nn ndvortising cani|iaign, Is to decide tho amount which 
ought to ho eot as'do for tiro purjiose. Tlio a\orago business man does not go 
into details and very froqucnlly tho tunounb is fixctl arbitrarily. In largo husi. 
iicssca, liowovor, Mirioua estimates are pieiured. probloma facing tho umlortaking 
are cansiderod, the ohjtictitQ to ho achieved is dtfchlwl. and tlio appropriation is 
thou delorininod by consideration of all those factors 

Ro'oro aclu.alJy oiiibarking upon no adtortising campaigD, It is highly 
dusiialilo that a suit.ihlu ndroitisiog plan should ho franiod. It ought to he 
decided wbuthur ndroitismg la nt all noccssrry. auif this can ho indicatoil by 
looking into the activities of c<>oi)«lt(ora and the lofoimation gathered through 
market rosuarcii. It should also ho coosiJerwl Tvhetber aderjuate stocks oie 
ntuilablo to moot the increased doinund as s icsult of athtfrtieivg. It Is always 
noil to sot nu oh;octiio, a atundard. and Ibon to taka aiaps to acLiavo it. 

A jioinl arises wbotbor advortising work aball bo oatrusted to an adver. 
tisiug t goncy or bo undofUkon by tho advoiUsing department of the uadortakieg 
itself. It depends ujiun tho etrcumslaoces of each case, and unless tho amounts 
li'uuhud nro laigo and tho fiuancus of tlio undorUking strong, it is genorally 
buttui to entrust tho work to uo odrorlising agency who shall do the work 
cheaiior und better. 

The odrorfisi'cg depaitDiect is an imi>ortant adjunct to the sailing orga. 
nisiilion of nuy concern. TLo doiwitiDoot fa generally placed under the chaige 
of &D .Sdvoitising Manager who Is n (06|ioDeibIo and expoiienccd ndiertiser 
anti salebman himself and who is given a docent lomuneratioD. lie tnust he 
able not only to jdan Ailvortisomonte but atao to see that be gets the kirgost 
posBthle benefit from the quota alloltod to him by way of advertising expandituia 
by Ibe nianageruont. 

Tho advGitising iTcjiartiiienf, allbough * 80t>-viato unit under an indopondont 
peieou, should not ho un ond in itroll. llio object of tho advertising deparliiiont 
Is to intioaso sales with a view to jncieasing the profits, and tberefoio the 
advertising department should Lo BubordlDate to the general sales manager. 
The poUuQS of the ndvoitisfng manugor should ho discussed, deferminod and 
laid down in collalorntion with the Sales manager. It is tbo sales depaitment 
which only knows nlmt is lo bo sold and what is tho iToblom of soiling which 

iS to Lc solved by advertising. Ibe ftiltMtising inaiiagor should consult the 
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sales manager anil sbouW devlso fais advertising plan to fit in with the object 
oi the sales manager. The function of the afiiertising department is to make 
the work • of salesman simjder and easier. Salesmen should bo kept informed 
of the curront advertising plans of tbo business, and the advertising department 
should constantly send the satesmon the necessary advortising literature and 
instructions to faciliUto their task of creating the demand and persuading the 
customor. 

Further the advertising deiiattmcnt should always run in consonance with 
the general policy of the undertaking. It is the advertising department tiiat 
should be adjusted to the changiog needs of the business and not the business 
to the needs of the advertising dofiartinont. Advertising has to bo modified by 
the financial policy of tho concern. It is in accordance with the financial aspect 
that advertising media, type of adveriising, the copy, the space, the frequency of 
appearance in tbo media, etc., wilt bo determined. If large funds are available, 
advortising can be planned from a long-iioriod point of view, and the best media 
can be employed to get tbe best result. 

. The modern advertising agency is a group of si-ecialisls who undertake to 
look after every clas3*of advertisements and also arrange Ibe direction of 
advertising campaigns. Each specialist has a wide knowledge of bis particular 
sphere of activity. The knowledge of this group is placed at the disiiosal of 
clients retaining tbe services of the agency. They render service both to those 
who are unable to maintain a special advertteiog department as well ae to those 
who can afford this luxury. To tbe ^former they act as special advertising 
departments ; advise them as to tbe design and get-up of advertisements, prepare 
advertising material such as copies, circulars, book-Iels and other literature ; 
design wrappers and packages for their wares ; suggest appropriate media for 
pubilicity ; plan marketing procedure ; and finally arrange for purchase of space 
at favourable rates. These agencies undertake tbe distribution of literature, 
fixing of placards and posters in proper positions and looking after their safety, 
and so on. There are some obvious advantages of advertising agencies. Tbe 
advertiser is relieved of much detailed work and * is left free to concentrate on 
sales, marketing and production. By reason of the gross amount of space 
purchased for its clients, the agency commands a certain amount of goodwill, 
and clients are enabled to secure spaces at favourable rates and to obtain better 
positions than they could otherwise do. It >8 thus that a small trader is able 
to secure tbo services of extiorls whose employment as full-time workers would 
be woU nigh impcoBiblo even for niucl) larger concerns. The agency Ins 
experience 'at its command about the most effective media and tho way bow 
they can be used. This is placed at (Iio dispo&al of the clients, and often some 
of tljoie services are rendered free lo the clients, because agencies in many cases 
are remunerated by publisliers, who themselves stand to gain, from adverltamg 
«Houc)ea a great deal. 

AdvertUinf by Wholesalers and Retailers. The method and frem of 



MODERN MEinofaS OE PUBLICITY S2l 

ad\otlising is iliiTorcnt to different bnstnessos, Tho method and lypo of 
BclTcrlising hw to be seloctod in accordance with the natura of a business and 
ilB peculiar requiroments. Advertising is ft mdass to achlcTS a given end and 
theroforo advertising baa got to bo adjusted to tho spocial requirements of d 
business. A wliolosalcr has entirely different conditions in his business from 
those which obtain in tlio business of a retailor. Tho goods dealt with, tho 
natuio of tho prosi ectivo customora, tho m^ponsa involved, are all dilTeront in tho 
two kinds of businebscs. 

The fundamental difleronco butwoon tho advertising of a lotailer and that 
of a wholesaler is that tho retailor mini at attracting people into his shop to 
satisfy the requiioments. whereas the wholesaler merely creates the demand 
for his goods and is not particular as to whore that demand is satisfied, — so long 
it is satisfied. Wholesalers’ advertising is mainly diiocted to "the trade." His 
activities are so extensive that for his business bo bas to rely on advertisements 
in bis trade journals and on direct mail advertising by the issue of circulars, 
catalogues and price lists. The campaign of the retailer, on the other hand, is 
usually a local one restricted to (hose media with n circulation in aieas whose 
inhabitanlB can conveniently visit him for their sboping requirements. 

As regards the edvertising policy of tho wholesaler, he advertises on a 
national scale and an appeal is mode to a very targe number of people spread 
throughout the country. Tho retailer, on the other band, seeks to attract 
specific lyi«Q of individuals as his main customers. Tho retailer seeks to oroate 
an atmospboro of exclusiveness and iodiridualily. He tries to hare soma 
'speciaiitv' about his business — quality, cbatactor of tho product, design, style, 
or any other point. 

Tbo media of Mio wholesaler nio of Ibo widest and general circulation, 
The aim of the wholesaler is to bring tho goods to tho notice of the largest 
number of people, and for that bo advertises in tho i«peis ol extensive tircu. 
lation, in trade journals teaching ft jMrticular tecUon of the community, fixes 
the trade names ut cerlaiD iroprieioTy goods and makca use of other media 
if ircccEsai y. Ihe adveitising of tfce retailor is necessarily local, unless be 
bas tome mail older Vusiness also Tho modium moat commonly used by 
i3vfvftilaiR.tatJia local t.ucsa Natjcaial media reproeent a sort of wasted circnla. 
tion, and so is tbe case with boardings excejit in tho immediate vicinity of the 
shop. Signs in trams, buses and other moans of conveyance proceeding along the 
route to the shop may be of vali.o, especially ift largo towns. Advort’sing in local 
cinemas may bo used with greater effect in the case of big rotvilors. Canvassing 
may sometimes bo used. Tho retailers repeat tboir advortlsemonts at regular 
intervals, Bomolimes announcing soibodhI goods. 

Generally speaking, tho situation way bo summaribcd by saying that tho 
wbolosalor by his national ndvoitiBiog aims at stimulating consumer demand 
for bib I'icduct in a goncral way. AVLon Ibo wholesaler has created thia 

il 
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dcmafiJ, ttio rolailot niust cailUalizo upon it, (oaluring tho goods acKorlikcd in 
Ilia own slioji ond so supplomontbg tho national advertising. 

Cooperative or Group Advertisements, Advertising may bo coinjxiUli^o 
or coeperativo. In comrctiUvo advertising, an Individual trader or firm advor. 
Uses hifi or its own goocis, whereas in group or cooperative advertising several 
Dianufacturcrs or traders dealing in a jrarticular lino of goods combine togclbor aird 
odvctlleo logelbcr for all the memtors. This may Lo done to encourage Ibo 
ueo of particular ccrr.mcdity or lo educate the public. Indian Insurance 
Companies’ Association advcitisca on behalf of its members, in order to 
oncourago insurance with Indian aimpanics. It may I o undottaken to prc\ont 
the people from buying foreign goods. 

Technique of Advertising 

Advertising Campaign, By campaign is meant the whole soiling eHort 
for a season or other period of time during which a sj'ccial dri\o iS made to 
Eccuro tho desired result. This pur]>oso should bo written down and expressed 
in exact language and should not bo unattainable ; coamonsenso and ospcrionca 
should show that it is a possibility. The purpose of an adrertisiog camiafgn is 
as follows. 

1. To dotettnine the tuarkol— its size, tho naluro of people— their class, 
iimo of purchase— regular or seasonal, tho modo of purchase— in bulk or soiall 
quaniiiids. 

2. To decide the channels of dtslribulioo— are the existing ones satis, 
factory or is It necessary to introduce somo innovatiorr or moditicalion ? 

' 3. To determine the scope of the campaign > which parts of tho country 

are to bo reached ? 

4. To dotormino the advertising media best suited to tho puriroso which 
shall bo least costly. 

5, ' To discover the basic and central Idea on which tho advertising apioal 
is to be based. On tho strength of the appeal will doi'cnd the effectiveness of 
advertising. 

G. To decide the fundamental human desires to which the advoilising 
will appeal. 

7. To decide tho lone of advoitising— argumentative, suggcslivo. edm 

cational, etc. ^ 

8. To determine llio amount of space that shall bo bought and the i^osi* 
tionof tbo advertisement. 

0. To prepare the advertising copy to place the copy '^itb tho publishers 
and lo supoiviso tbo conduct of tbo campaign. 

Advertising Media. Tbo advorlisiog costs iitonoy ; and, unless rightly 
diicclc(l, mobt of the money f]>cnt on it can bo wasted; llicroforo, the media 
for an advcrtiscmonl campaign should be tolcclod by certain jirinciplcs. 

1 ocauso they are rccotniiiondod by sonnr friend nor bocauso a comixititor uses 
Ibom Souio idea of Uio rclalivo cffc<:tlvcn(.ss of variout media may bo gained 
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material through the post and destroy it without reading it. they may Tisit 
picture houses but pay no attention to advertising GIms or elides, or they may 
possess %7ireIeS3 sots and never listen in to stations broadcasting advertising. 

Some periodicals are regarded more highly than others by the pubbc and 
the tendency is for this regard to to passed on to the advertising carried by 
those periodicals. The claims of advertisements appearing in periodicals with 
a high reputptfon are more likely to ho believed than those apipcaring ih period!. 
cals o! s lofver order. 

A factor of conaidcrable imttortancc in assessing media values is their 
life. The daily newspaper 15 read in a few hours at most, and then probably 
cast aside. In contrast magazines when road by one person rto pas'ied on to 
others. . They may have a life extending over long periods Ihe "life” of a 
poster is again different. A man passes in a few minutes but one may pass the 
poster every day for a long poriod> The Ji/o of a leaflet can only bo as Jong 
as a person ctops to road it, perhaps a fraction of a second or several minutes. 
I! the medium is a utility such as a catalogoe, a directory, a blotter, and inkstand, 
or a calendar, then by reason of its utility its ll/o may bo very long, and also 
valuable because of the fact that it is being cootionally seen and used. 

(a) Press Advertising 

The press is the most extensively used advertising medium for all general 
purposes. The chief reasons Tor this arc two— firstly newspapers or magaaines 
of some kind are read by the largest number of' peisons daily, and secondly* 
advertisements in the press oan Lo of any form according to the reQuirements of 
the advertiser. Here there are more opportunities for selection. 

Precs advertisements may l>e dixideA into two clashes— cfassified and 
unclassified. ‘Classified* advorlisemenls aro usually brief statements giving 
p.rticulars, names, addresses, descriptions, details of value and sometimes 
prices. .They don’t readily attract the oje, but they Ba^^e the purpose of a 
_hancl.v reference when a.pcrsoo is iatercslod in any of the goods or services 
mentioned. For unclassified adrertisemeots there is lelatively unlimited space, 
i. e„ a page, a part of it, or Ecveraf ones. 

The press advertising media are daily and weekly newspapere, magarines 
and specialised journals. Each one of those media may be used for a country, 
wide campaign; hut the purposes for which they may be used differ. Ihe 
national dailies may be used with advantage, but if it is desired to strengthen 
tbg campaign in areas not adequately covered by the national dailies, ether 
provincial papers may be used. The evening papers provide an opiiortmiity for 
local advertising. The function of the weeklies and raag-iKtues is differeot from 
that of the dailies, since their life is longer and they fend to pass through mow 
bands. These represent the method of steady and regulir building of biisine‘8 
and not to effect quick impressions. Fpeclallsed media £u>.}] as sj^oitiog Jiublica* 
tions, children's papers, etc., Iuto a very clearly dofined nppoal, their circul'thiu 
being Umitod to certain groufa or types of Ipdiylduils, 
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A press ftilvoitisomoiit lo bo offotli^o uiusl ha^o wide nppoal , it must 
SJUsIy !v {;oiwir\l ruiljei iban nn intlhidtitil need. Iliia npiioal la tlio most 
imiiortant pirt of iho advcrtisctnum, bccauso it is litis npj ojI winch determines 
tbo action of the rc.ulor to buy or loito tlio commodity aihcrtisoJ. Xlio appeal 
must bo ono in whicli tho tnajorily of iioo]>lo. whom it is boj ed to in/Iuonco to 
buy tbo product, wiil bo iiitorostod To bo leui, ilio ivdtcilisemont must ho 
iilio Ibo nows in woll-o'ldod pajM>r — of such a pituio and so presented that it 
will not bo load oitbor by nccidoiit or bocauso |>aoplo li.ivo notlnng olso to do, 
liut liecauso tlio iuforniution it Lonlaius is of (loitinonco to soino satisfaction of 
I buir needs or else in ilscH it is iiiloicsting It nood not Lu countuipart of 
sensational ‘iiews.acoop' A stoij sbuuld bo built about tbo pioducl. 

Tbo appeal sliciuld Lo adjustoil to tlio piiliculiir dcsiics of tho customer. 
For this it 19 nocossjrc to stmlj tbo custoniois, their dosiriis, Jnhifs and iieocls. 
Account abould also bo taKeii ul coiii]>otitors a|>iK3(il. It lujs to jiroFit by tbo 
■ Mistakes of coiniiotituis. Omo tbo ctstoujois base been carofully studied, 
tbo opjieat nia> bo diiected toonooi nioio of tboir desires and iiistircts sueb 
as (1) Soll.prosorvatiou instinct— need lor iowl, warotb, boaltb and olficient-y, 
freedom from disouso : (2) ParenUl instma— pioloclion for ehildieo, minister, 
ing to tboir needs and baiipiness, (y) .Social desiios — scJf.asseition, ambition, 
ceiemonial and coinential adnities. In older to cbooro tbo strongest apioal 
for n particuhr comuioditj, the commodity itself may bo considoied. For 
oxainpla, in cboap motor cars, economy wouM bo a goal appeal , wbilo in lifgli. 
piicod cars, coisloit and social distinction would bo bottei. In tlie caso of a 
soap for tho dhobi, constituents ami cloausiiig ijiialitioa would Lo ftpjitopri.;to, 
while for that for personal u<e. appeal to boiuly nnd ploasantijcss in use and 
iViHiniectaiit properties would bo olloctivo. 

Copy.writing. 'iiio copy writing is iwrhaps the moat difficult pieco of 
work witli which a nian is facod in coonoction witli ud\ortising. Ibowoil: 
is geoetAlly ootvuatod to un ailist who knows his job and who alono can dc it in 
tbo most satisfactory mannor and to llio Lost nd\'antago. TJiore dio coitain 
fundamentals wiiich must alw.iys bo embodied m a good adieitfsing copy. 
Tbo aim of tho adceitisiny cojyy is that it shall bo soon, load, thu luosssgo 
conveyed uiid tbon acted ui>on. Jn otboi woids the three fuDdamontal points 
are attiacting the iittonliou, holding tho attention nnd appeal and le^ponse. 
Ttieso may bo cowsidorod biiefiy as follows l 

(n) Atlracthiff fha altenlioji : Tbo obsoiving power of tho inajoiity of 
jiooplo is weal,, and theroloro it is assumod that jooplo will not see a thing 
uulusa their attention is drawn to it. 'ilio uttciitiou of tbo leople is dinwii 
readily aud more quickly by noicltj*. For oTiunplo, nobody caios for a bus 
while many look at tho aeiopUno. It implies that in oi dor to attract attoution 
the adiortisonicnt should haio somotliing of novelty oi of unusual association. 
People are too busy these days, and unless tboir attention is particularly 
flBracloS, they aio V'lioly to ignoro tbo adyertisemont, Yortbis purpose various 
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colour combinations togotbcr \7Jth saitable pJctaro? or Jllustrations can ba oscfl 
TTjtb great advantage. Position of the advortisemoat also is an important 
consideration. If it occupies a central position vvith regard to other competing 
advertisements, it has better chances to attract attention. This is tbe main 
reason vrhy fall page advertisoments in magizines and nevrspapors carry tbe 
greatest attention valae. 

(b) JTolding the attention. An cfTectivo advertisement mast hold the 
attention long onoogh to mate a lasting impression by creating an interest in 
tbe snbject of the advertisement with little or no consefons effort. This is done 
by bringing into the mind an easy association of ideas. This may also be done 
by wide-spread and continnons intermittent advertising. Bepetition helps 
people to remember. Tbe repetition of a trite phrase, inclaston of trade name 
or trade mark in every advortisemeot is intended to impress that phrase on 
the mind. Eepetltion, however, defeats its own object unless presented with 
variety. 

Other methods to improve tbe attention ralco of the advertisement are 
pictures, use of display types, use of colours, borders, use of reply coupons, 
attractive headlines and slogans, leaving space either at tbe bead or foot of tbe 
advertisement, etc. 

(c) Evoking the reij}onie. An adveitieement shoald be an appoal to 
human thought and feeling. That is. it shonld attract tbe attentica and create 
interest in tbe goods advertised. For this the advertisement should include a 
suggestion for action in some form or another. It may be the action of memory, 
dednetion of reasoning, or tbe action resulting fiom an emotion aroased or belief 
established. The advertisement should therefore have conviction sod sentimeut 
value as well. 

Some other re/jalsitos of a good copy are as follows : — 

1. Copy must be expressed in concrete terms. DeEnite examples inuet 
be given to carry conviction. Vague generalizations, however brilliant, are 
useless. 

2. The concrete ideas conveyed In this way must resdily link up with 
the ideas already existing in tbe reader's miud, i. e , they should be in continuity 
with his needs, his dispositions at tbe moment, or else they abould have some 
reference to current topics of spcciEc news interest. 

3. The copy mast be appropriate to tbe prodnet, to tbe types of individual 
who may be expected to read the advertisement, the time of year when the 
advertisement appears and the class of media employed. If the product is sports 
equipment, the copy must bo sporting; if it is something dignified the language 
should be derelopcd accordingly. If the appe-vl is to children tbe Iiugtnge murt 
be simple. 

4. The copy should say that it is desired to say in as few words as 
possible. This does not mean that any item of importance to the final effect of 
the appeal should be oroittod, If tbe message is expressed labonrioosly and not 
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concisely, il id Joss Jjkcly lo bo rc<ul, loss likely to bo unJorstood. nncl loss likoly 
to bo roinonilorod. In additioii, coaciso cojij' moans IJiat loss spaco nood bo 
bought for affocti\o presentation 

b. Tlio copy must bo easily UDiJorstootl. Tbo nioss.igo must bo so 
cspojsacd that thu iuinicdinle iDtoicst of the roador is obtoiDo.! and its iuijili. 
cations readily grnsjscd. 

U. Tlio inolliod of writiog must c.irry con\ictioD. Tho coiiywcitor must 
bo cuQMncod of tlio gauuinoDOsa of bis apiKjal and arguiDont before ho can liojio 
lo bo ablo to convinco the roailur. 

7. The copy must aim at cioating doairo and showing tlio best moans by 
wbii.h tins dcairo can Lo satishcil It must essentially suggest action. In other 
Vi'ords, tho copy in tbo Goal an.alysis must bo such that it lotluoDccs peopio to 
buy Ifao g ods Rd\ctlisod. , 

ti. To help at rest attention, the design or layout of tho udvorlisoment 
Ghould bo striking or dilloroot- 

9. Tho lioadlino should attract altentioD. toll tho story end arouse 
iutorost. Unless fns intorosC is awakened tlio reader flicks the p-igos till In's 
Bophisticitod eye rests on something that promieos sot to boie. 

10. Tho copy should not bo ctOTor.’ It should be fresh and piijuaBt, 
Tho coador must he led to think not of tho worsts wntton, but of their mossago. 
The claims made in an adrertieomenk should bo moderate and of a nature to 
luspiro belief 

11. Illustrations aio a great liol|>, and are usod for one or more of four 
purposes in an ad>oiti$omont : to gain altoution, to make ideas more vivid, to 
Cl Date an atisosphoro, and to got action. 

12. Ti^o soiling point should bo appropriate. 

Tlio one thing that really counts always is that tho copy should croate tho 
rigid impression and that iaipression should not bo dulled by a multitudo of 
words and details. The copy should also bo individual to the thing adiertlsed. 

It should coneontrato on a main featuro associated with tbo article, 

A copy not confoiming to the abovo.iuootionod priocipics is a cojiy which 
shall defeat its object. It might have boon piO(>arcd with giojt labour and 
03{!0nso, baJ, saJoss it Ssrvoa ha purpose, it ie » w«s$« .1 Jargo amount of money 
ia simply thrown away by caroloss advertisers through tho negloct of theso 
principles. 

Tlio object of adioitising ia gonorally to make pooi>lo to buy, not merely to 
think or talk about coitain wares. Most of ua aro probably poifectly famil.iir 
with tho numos of the j>atoDt modicinos wo have no\or taken, pianos wo ha\o 
novor touched, boots wo li.vvc never woin, books wo huvo novor read, ugiirpllot, 
wo h.«o novel sirrokoil, voewv V .0 fmo never diunk, drunuw, wa liaMi tiovcc soon, 
soaps wo ha\o noioc used, wliisky wo have never tailed, suuimor resorts wo baio 
novor visitod. Adioitiiing Ins utterly fiiiloil here 

Wo may moution below Bouio of tho woaknesbOb of tho coji} in tho foiai 
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ot ilou’ts which must bo avoidod in all casos *. — Don't bo vajjuc or make falsa 
statements or gonoialisations. Don't bo vorbose or uso excessive formal or 
difilcult language and unnecessary long words. Don't give opinions, but present 
facts when the purjiosa is to convince the customer. Don’t uso Buperlati^e3 and 
Dcgativo statoments. Don't lie or oxaggorato. Don't place out of place questions 
or phrases, which ivill irritate the cnslomor. 

The "Lay-out" of the copy may be defined as the arrangement of the 
matter including illustration or picture or block of a trade mark, if any, in the 
copy of the ad^'artiscnicat for tho guidance of the com[N33itor, Its object is to 
give tho compositor a rough picture of what the advertiser wants his advertise- 
ment to bo, in the form in which ho would like it to bo sot up in types and 
block. Tho vridth and dopth of tho Advertisement should he stated. In short, 
all that the layout claims to do»is to prepAro and place boforo tho printer a 
tyixigraphical diagram guiding him as to the form in which tho advertiser wants 
the matter to be composed and built up. and indicating the placo where display 
03 well as picture has to be shown. All instructions to tho printers should be 
given on the margin with a ring round them. 

When it is desired to assess the relative values of different media or to 
compare tho pulling power of individual adrertieoments and media, tho advertise- 
meats are generally keyed, e. g.. by directing the reader in one edvertisecnent to 
address to Department A, and in another to address to Department B. Keying 
devices like the following are in uso : — 

(0 Write for our folder on “How to Know a Good Watch."— it’s free. 

(2) A Book of Beautiful Cars" will be sent you on roquest. 

(3) Ask for Booklet No. K-33. 

(4) Coupons to be cut from advortisements. 

(5) Name the magazine whon replying. 

■psesa adse,v^sia.g offers cortaiu ailvautagss. An appeal can bo made to 
a soloslod class of readers. It enables tho business to soil through the post. 

It ijrovides for heth direct and indirecl eeUing. It affords opjwrtunities for 
lengthy appeal, because the j-eople who are reading publications are obviously 
5d the mood of reading or looking at pictures. It Berves as an introduction to 
follow-up eyslem. It gives ready means of distributing, folders, coupons or 
application forns. 

(bj Moral AdT«rtising 

Mural aJ\ortising,(or belter out-door publicity) is ono of the Bc\cral forms 
of adNortising, aud it always functions ca being 'Buggebti>o’ and rciniDdor 
rathor than argumontali\o advortislog. Tluj object of this kind of acLcrtiso- 
mont is generally to create an almo«I»hen) about tho product, to keep its natno 
and pcssibly one or tsvo of its outstanding features boforo the public, or clso to 
indicate wlioro a xiroduct may bo obtainod. 

Mural adrertising is most frequently ubod to Bupplomont press ad\ertfsiog. 

It 18 unsuitable for many epecialisod products, which are not to bo of inlorest to 
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II I .n.l thav carry an inslantancous moBsage. Wboro, however, 

f, ""lls to the mt becauJit is an apt end trite saying, ■Tress He 
which apiaials to the j.. s<,^j,a_tl,o Soap ol Kings" are two ol 

bnlton and we do the res ^ t 1 ^ 

raror'h X -o indication who. the pr^.t may be obtained. Xbe 

,o„owingaretbeprincipaU^so..nu».adv^^^^^^^^^ 

Posters, .„d either oaposed to view on 

printed on paper, side, ot roadways, or attached to the 

boardings, rai way ■ ^ rroviously poster advertising was 

internal or erternat wa^^ has changed today. Elaborate board 

rather in disrepti ■ harmonise with llioir surroundings, many oi 

inga bavo bean Jcsigno pester itself 

them with ® Xns.bjll ty|C to the' delicately coloured, 

has dsvclopod L L designing Ibo ,«slcr am 

^yell.l3^ntca crcationa • necessary. Tboy sbould bo of standard 

eommODSurate with J Special allenlion sbould bo bestowed nn 

tbevr pv^ s ^ caroiwign. 

continuity with the ^ ndwotagcs and ono of Ibom Is that mhortis-na 

rasters offer so^o ma.Kcl or street. Morooicr. 

can bo localised am ^ f„r conmiodit^^^ needed 

they are a very „„ .he atroel. Ibey ^eno In remind ,cop!o 

hy ,«=oplo "''”1 p hnnwn hy tlicm nr previously bmught to Ihcr 

“’’r^'trwZZy ar» liUly to iorgot. To got tbn best results, a site 

XlolV Kolctc^ 

newspaper, should bo selected. 

, "^r:l::l:ry^:X 

rz. But uii. -;rXbr r “CamX 

adiustnicnt to changing needs 

also. .\t linios. however, ‘ho>^ „„sns so that they cao 

P,rters may be ■ ‘-ma^ by D»d I g^ ^ 
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niiil cfTccta ara not lost fii any way. 

ITecti-ic Pisphnji. Signs lUuininatod by oicclu'city aro «sc<l estoasitely 
til Ihu inoro crowitcd cttica ottliewoiW. Tli*» oplisal o( tbo liglit, coloar, ami 
iQQVouiout vi'liit-li they maLo forcos itsoU scry sirklly uiMin the aUention. 
E ectuc signs aro iisaalK amngwl on roots or on waHs. There can thus be no 
Blmilartl ri/o. Coj'V for nso >n an olectnc sign'niust bo brief and may be limited 
to tbe ooiro of tin* I'loduct or organ’sation and a slogan, or nt most n few words. 

olectriL signs are oroialed on tlio motogripb or cliango syslom. by which 
a soiies of odicit semeiifs c.an be shown fioiii one sign or soror.il difforont 
niosBigos can i e fliownjn seijnencp The etectiic sign dojiends for iU effect on 
the briglilro«s of its illuin’ii ilion and the briUunca of its colours. Thus several 
coluuis )u .1 sign .ue more olTt'i.ttrc Ihtn n siui'Io one. and coloured sign is nioro 
I'fTettiao than one is'iig whita l-ghl only. I'nfess extremely large numbois of 
peoplo .iro going to pass by the « to .ind ho influenced by fho electric B'gn. the 
hojvy expoadtturo iinoUt'd iv not juRtiCed, and prohilfy tho money should ho 
silent witli bottoi olTect in other wajs. Thoy c.»n be aory exi'cnsiro and 
unpunluctiro luxiirj if/iot need with discretion 

JiiiS, 7’»vii« nnd ’J'rnm yli/ivcfi'iiij Cuds and postoiB may bo displayed 
ill tiiitus, buses and tunns. and ilio spates securetl in tins n.ij may bo the outBfdo 
Rl'iccf nliicli (lilTor only from uid-nai> [>ostor silos h> loason of tlio feet llmt 
tlio Insos and ti.ima .no uioamg. Tl o inside spaco on Imses and trains, etc,, 
diltoiB fioui oidinir} postei silo in that Koplu aro forced to Bit end look at tho 
uihcitiRcn'ents foi much longer i>eiii>ls, llns is agfe.it ada.ant.igo. Thotnivollor 
is nut in a hurry and so long as ho remains in tho vohiclo, his attontfon is 
consijiitly diigited to tl.o display which is so arninged that it bo conslantly 
before the ejes of the traiolle*. On the other hand, the copy nood not be lery 
biief and more facts and information can lo usefully suppl'od The advantage 
of this form of jidvert’semoDl is fuidier incieased m caso of local buses, trams 
and trains wliovo practically the s.imo tiaietlore travel from day to day escept. 
in'* (or c. few poisons who might he casual visitors to tho town or who como only 
occasionally. 

5flnd«ri</i-Uonnf AJrerfi’ting. Sindwich boards aro amethod of locnlired 
aivort’sing khA are of wttie uso in irjiwing attemViou to sex^irefs and facibtvtiS 
offoriid by ebop®. theatres etc , adjacent to where the sandwich men parade, but 
whicli otlioisvisc may not lu\o public ottontion vlrawn to them. Futlhcvtle 
usoolthe sandwich boards ns a inedmra is gradually fiilUog into disuse, perhaps 
bocunse it is a moans of achieving through tedious and yxiotly paid labour an end 
tlial can ho attained equally well by other methods. Sandwich'Oien aie usually 
hired by the day at sd much per man from » couliactov who soppbos the men 
and the boarda and superrises their activities according to tho advertisoca 
instructioDB as to whore he wants them to parade. 

Mural advorlising has the following advantages t It makosa wide appeal 
to all classes of people. It is eSective in getting public interest and opinion 
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of the same problem. AclTortismg influonccs Uio^cu^tnmor at a distance^ati'l 
is about 3 general want ; whereas Balasnianship^is aa adjustment to a j5artica!*r 
want and, as the prospect ia before the salesman, it administers to the individuil 
need rather than the general. Safesipaoshi p is the b asis _of_unj:ommerce, the 
first and last object of which is to marhet goods and services, to the mntual'proft 
and lasting salisfaclion of the buyer and seller. It ts a service essential to the 
producer and distributor of goods as well as to the customer. 

There are some misconceptions existing in the minds of people regarding 
the work of salesman, and unfortunately the salesman’s profession is not 
regarded in our country with the respect and dignhy it deserves. He is not a 
dooT-to.door "hawker”, as the term often seems to have been understood by 
the pnblic. He belongs to a noble profession and be ig one who has cultivates! 
an art which has its root in the natural ajititudc and peculiar capacity for 
it. Salesmanship, on the other hand, is not the mechanical process of Iiacdiog 
over goods to a customer. Machines are now doing this work, but they do 
not do the work of a salesman. 

We may bow coosider tbo services which a salesman renders to tbo 
society. Tbo o bi got of all activities is tbo eatls facti on of wants, and all pro. 
duction fs undertaken for the game purpose. Tlio iiltirp ato objec t of tho 
manofa cturer and distributor i s to sell t heir g oo<1s_nt_a prof it, are tlje 

lifo.ji loofl o f a busi ness, and dwindling ealos its chief kiiling disoase. 
rnanship is the touchst g oo^qf, all ba-sincss ; the^sjlosman is the backhooojl f 
industry. He helps the producer and tbe distributor to distribute their goods 
for the mutual beneSt of tbe buyer and seller. He helps the producer and 
consumer to get more closely in touch with each other. It enables the producer 
to adapt himself to the particular needs of tbe consumer. The salesman gives 
information to the producer about tbe particnlar requirements of the customer, 
and the prodneer and the distributor are enabled to work together to satisfy 
those requirements. He makes exchange easier ; he opens new markets ; he 
overcomes obstacles to trade ; he brings necessaries and lusories to large 
mnltitudes. 

Personal Qualities of a Salesman i A successfnl salesman must possess 
gome inborn attributes and personal qualities. They are cheerful dis DOsItioo. 
ambition, a ptitude, resourcofulne ss and enthusiasrn.^^^lUiaDCe^nd^tact^an^ggoil 
taste. In addition, the salesman should po-^ess good health and freedom from 
del«:t. Persons with seriously defective vision or impaired speech 
innst be ruled out. 

Ajhe^r^iiLdispQiitiQh^ The gloomy and Bour_tjpo of person does not 
make good sales. It is the brighUy't.h'eefruI salesman who smiles bis way into 
tbe customer’s favour and who is able successfully to lead on the customer from 
purchases to purchases. 

XniJciribfi. Ambition is essential in any person intended for .a coarse of 
tramiDg of any description. The deslro-for promotion, an^ progress is the chief , 
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• ■- „ ■ - ■- . ■ '« “ •» ui>bUUC, noiUiDg 

Aplitudc. lossessionofa natural a,. tituclo for scllin- is a v,.i., 1 1 
To . „c„o.. ,L., i; : 

..dnB,oo 

(« mo™ i„ , 1,0 ,h.„ ,, 

«M,reolico wl.cto liciil and ooiil is ,„ jo,,, 

lor olosiiio t, 11,0 to 0011,0. Ho h.,3 fallen tiodir „ ook and jiray 

/.e.,o,.,„/„f„e.,a K.soomofnlnoaa ,,ro„rIr rorardod 

oa .„ ,n oro ,,,,t,t,.de, nhorea, o„tl,„a„a„ e„o,„ i,y e„,li,alion. The ,rrso„ 
Mlio™,l,„sil,a „„,,o,lonoo of Iho „„rk onlroaled to him, m„sl ,lia|,lj- ' 
and onll,o„„s.,. ,n „,do, ,o ,.n,,o,l,. do l,i» ,„b. Eolhoai.,™ is cal, bin- and Iho 
a., os lorson oho e.,n ndoniUy and srooUncoosIy „orl »„ onll.osiasm is al I„.,s, 
halfway to eucio's 

Pnliearcmd Im-I Tail is U,o ,i,l,„stn,oi.t of ono's rolstionshi|, oilb 
olliors. Inolhoi moi.Is, ,l mo.ios oodo, stand, n~ olbor |.e,Boiis |,oi„l of siow 

nod etune l„m s itisf.otio,,. II i, „ noooss-iry rcioistlo lo, Ibo oiioionionl of 

Ihu SUOLCsstol b.ilosuian so that tlio c, slonict tuny not bo offended by an 
n\\k,\..id loinaik The U'st ,s oltoi, tho ootsisiken and toitbiiolit eamloiir 
that addiossos flio dill, 0 01 the ifiisloian to i.recscly tlio s.m,o nay A toady 
ins.ndnl,oodl,„d.„ont„„el, idcvcs anybodj, least of all the |'.o,s„„ „ho 
has moncj to siaind r.il,e.„o ,s anotbo. ,,.., 111 , ,nd it is tory noccss,,tJ in 
tismsccmsl.,,,,-,,. In fho |.,,.o,„o of some d,f 6 oolt aoslomers. It bocomos 
dilCa,lt to, the salcsn,.,,, to .o.ool.on l„s balaoeo. It ,s Iho „hiol, 

IioI|>i> him. 

iWitene^saiulgool f,utc. Iho » iIcmimu mu^t be t-olito .m.! <.ouit,.ouin 
lo the customer and loiist s.bow gocl t.is(© OooJ tusto is Mkhullo when tho 
baksm.iu is c.iUoa uiwn to a.Uiso w assist Iho oustoinoi lu m.ikmg lus choico. 

Otlior rofiuib tos of it siiccossful s.lcmaii .1,0 tlioioii^lj knowicdjo of-tlio 
goods soM, and a sycniMlhctie and hoj'cful attitudo. ^ 

Principles of Salesmanship Il.oro „o the ,„„d.„„e„t.,l 

piinuiilos. asin uilioitisiiiy, on ohiol. tho silesuiati luistoooik, , is., attraetii,- 
11,0 atlcut.oo, aioosmg ilosiio, .oosinoi,,,; tho pros, cl. a,„l i„,,oii,',',g b„, 
action 


Atliaithg Ihe^^Jteution. Atiiading iiooido into Ihu shoj> is nocuisary 
bociuisu asalosnmirs woik Ic-gms when tho cuvtomoi »s insido, The iniiwtant 

thing is to attract the passur-by and to lure him msido The shop sign and 
the numbei of the door must bo dislinttne. attiactno and lasting. It °sliouM 
give some idoa of ctosiiliiicss and smaitncss. Thoio should bo jiiopci aiian-o. 
mont for h^iitiiig. llncadooi »nil cntidnco which is wide enough to admit 
of easy access. Make joui si op an easy shop to enter. Entr.ineo shouJd lo 
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aJ\citis.cd m tlic pioss or ulhoiwibc, this service becomes all tLo more important 
bccaiiso ad\cit!somcn( attiacts , it docs not soil. It is the job of tho salesman 
to intoicst tbo mstomur and soli to him. Tho objeot of ad\uit!sing is to keep up 
n steady stroam of \isUois . it piuduces snlcs 0 {ipoitunitie$. It is then up to tbo 
fevlos btaff to exploit Iboso oj>n>itun»tie&. It is lolly to spend largo sums on 
aiKoilis Mg to attract ciistomoia m laigo Diunbois, H nothing is done to oasura 
that tbo potential puioliasing jiowei of thoso custoiiicis will bo exploited to tbo 
full uliuii they .uu\o at tho sloio Indiffeicnt Mlesmanship can turn tho 
ndrei tisiDg Oipenditiuo into a do.id loss. Tho mteiest aroused by advertising 
IS only a ftail and debcato giowlh, and it icquiios tiuising It is only tho tentathe 
opening q( «, sale Tho cubtomw who has i>osJtivoly made up his mind to 
puichasc on tho sticngtli of tilt) ad\uilisoniout IS one in a hundred.* Tho other 
nmoty.nine aio uy nicie than mildly intoiostod and ro’iiuiie encouraging, not 
discouraguig. The following points may bo notod in this connection. 

Stock must bo bandy, con\oniont o( access, o«ity distinguisbablo by its 
position and labels and caiMblo of beiog produced quickly for the customer's 
inspoction. Acticlea of coiumoa uso ,vod lor which there is iroquent doroand 
should bo noarust to band and olbore should be within easy reach. It gives 
good impiossion if the aiticle asked foi is produced quickly wish smartness and 
precision 

Cleanliness is always a paying prc|>osition , dirt and damp omst be 
6\o’dod bocausa tlioy only roi>ol tbo customer. Ptoicr tomparature should bo 
luaintainod, estremos being aroi'dod and tho comfort of tho enstomei should be 
given duo consideration. In eummer llio f.in may be switeboA on for tbo 
customer without distinction, whilo in winter arrangements may le inado to 
ba\Q tbo customers fiom osposuro 

The goods should bo shown in suitable groups. nuisrboTB or quantity to 
incioasQ their offectivonoss and to tiormit an easy choree. They should bo shown 
and BO displayed so as to bring out their sliong selling iwints and so as to 
su"gost. through the eyes, tboir best position m use 

Customers should be attended to in order of tboii arrhal. If not, poopo 
may resent i“ , though soma may boar it with good gitioe The salesman should 
have quick perception, good memory and a sense of justice. 

It is a mistake to disparage tho goods of another make, but the salesman 
may piopoily point out the particular ways iff which his own article is superior. 
If tho customer gets the idea that the salesman is unfair oven in little matters, 
bo may consider the salesman untrnstwoithy and lofuse to buy. 

4. ImpzHinS fo acfmti or dosing the sole ••-‘-Ne two men ‘close' m exactly 
the same way. Most moo, however, are influenced by the suggestion that the 
offer now made may bo withdrawn at any time. If the trend of the maiket is 
upward, this may bo used as an incontivo for immediate action. An appeal to 
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prido or tbo'ilcsiro to Lo cxclasivo may Ixj used to udrantago with a certain typi 
of customer. XIo may bo told that tho goods in question are much in demand 
anil that they may bo soon sold out while thoro is no immediate or early prospect 
of fresh arrivals. Abo\e all (biogs, ilo not make yourself obnoxious if yoa 
cannot make tbo sals; romembor that you may. want to soil this samo mas 
somothiDg next week, next month or next year. 

Hero are a few don’ls for a salesman. Don't appear too hasty in yocr 
couvorsatioQ. It takes time to convince a man and close the sale. Don’t 
mispronouDco your customer’s name. Don't allow yourself to become angry 
ovor any irritating things he may say. Don’t fi{>ond all your llmo in oxpliining 
tho moebaaism of your article to a man who is intoroslod only in what the 
thing will dor- 


Thongb tho cuslomor tniy not alwa}'S he right, it is invariably a good 
policy to lot him appear lo bo in tbo right. Gi>o tho custoinor tbo benefit of 
doubt, and do not bo to ready lo classify him os difficult. Tbo gro-vt majority 
of customers are pleasant, decent people who will respond to sympathotic 
treatment. Tho customer is a guest of tho firm— and a wolcoroo paying guest, 
Thank the customer who comes hack to make a sincere complaint. That gi>c9 
you the opportunity of putting right something that may be wrong. Do not try 
to show tho pompous customer that you aro “as good as be is”. You may bo. 
but he is the customer, and that makes all tho difioronco. Loam how to take 
shelter tactfnlly behind “the rule of the house,” whan dealing with a custoBOf 


who exiiects favoured troatccont. 

Test Qaestions 
{/ Tt pays to advortiso*. Do you agroo ? 


Justify your view by siiectfic 
(Uctjintlana JJ. (7on». 1910) 


2. "Money spent on advertising is waslelul." Do you agroo ? Gno 
reasons for your answer. * (Boinbnjj D- Com. 194T) 

''"^3. What channels are available to a manufacturer to market his products ? 

Which method would you a6%ise a manufacturer of fountain pens to adopt and 
.^hy? (Bomhntj B. Com. 1910) 

4. Examine carefully tho principles of effective adrerlising and 
methods by which an advertisement may bo made lo appeal effectively to an 
illiterate public. (Domhnif B. Com 19-111) 

6. Outline briotly tho orgatflsalion and dcscriLo tbo working of the 

advertising department ol a large firm. What nwthotls are available for testing 
tbo effectiveness of its advoiiising 7 (Bombnj/ B. Com. 191~) 

G. By what prirlciplcs would you bo guided to selecting tho medium for an 
advertisement 7 Bring out tho reUtho merits and demerits, of news-paicrs 
and magazines as advertising media (BombaH B- Com. 1012) 

7. V/bat points should tho ailvtirtiscmeot of a life insurance office bring 
out in order to induce the public to become its policy hohlors 7 

(Bombay B. Com 1911) 
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R. DNcu««i tho inincTjnl olomonU -wImcIi sJjonl,! l,o rrn<!onl in a good copy 
of ad^orttscllIo^t to sppo.'il to : 
fni Til urban community, 

(hj a rural community. CUonzhn;/ B. Com. 10.14) 

^ Wild me the chiol clmractoristicfl of n good coj>y of newspai'Or 
ndioitisomoiit ’ 

Dibcush tlio possibilities of (n) railway tminfl, (b) Theatiical programmes 
and (c) shop windows re advertising modu. (Bomhaij ]]. Com. 193 f) 

10. Messrs. .Mluni k Co. aro msmifacturors of bigb class loatbor suit.casos 
in Bombay. Draw up an sdvortisomont for tliom not osceeding five lines and 
moiition jMo media you would utilise. (DomhaiJ B. Com. 1935) 

V^n. Ruvtow the merits and demorits of tlio di^ursnt media of advertising. 

{Bomba]} B. Com. 1947) 
12 Rt ito the various mothoda by wKlcU tUo display value of an advertise- 
meiits m (1) a newspaper and (2) a mtgiriiie is Improved and draw up a layout 
as well as a copy of an advortisoroont for a magazine in conarctloa with a roiker 
ol a mdio sot in tlic silo of nbicb you nro ioterosted. (Bomhat/ B. Com. 1937) 

13. State what elements a scientifically drafted copy of on ailvottlsement 
must ombraco ? Draft a copy of an advortisoment of a patent branded breakfast 
food for cbildron embradiiig apiieal to tbo appropriate instincts. 

f/ioi)>bny n. Com, 1937) 

14. Unw would you cvplain to an advertiser who has novor used pnsteis, 
tlioir Riiitability for this proposition, dotaiUug the object with which tlio posters 
nto to bo iisod ns bolps to other forms of ndaortisomonts. 

Draw up a poster which you would recommend in the alxivo case. 

(Bombaij B Com. 1938) 
loT Modern advcrtiscTionl has made the lorurios of yesterday the 
necessities of to-day. Conaincnt on Ihia statoroont, giving suitable esamplos in 
support of ytfur answer. (Allahabad B Com. 1938) 

Write .a short essay ou 'Mural Advortiaing’. (Ai/ra B. Com. 19i4) 
17, Rtato briody tbo essentials of a good newspaper advertisement, and 
draw up a suitable advectieoraent (for insoition in a financial weekly) on behalf 
of ft life insurance comp.any or a bank. (Agra IJ. Com. 1915) 

15. A glass manufictaring company has been recently started under good 

auspices. Dow should it, in your opinion, artango for the publicity of its 
products ? (Agra B. Com 1916) 

It), rnumcrate the rrfncip.al charncterfstfes of a successful salesman ond 
discuss Ifongngomoiifc of a saleswoman would in this country.augment the sales of— 
(a) a dopaitmontal Store, 

(h) a retail Store. (BombaiJ B.^ Com 1934) 

20. Wliat are tlio requisites of good salesmanship and efficient advertising 7 
D rait a srocimon advertisement for tho foreign press ou hohaU ot a Beuaraa eilk 
houso. (Agra B. Com. 1947) 
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INSURANCE 

Rhk is an clcmonk which is qaito common, though not certain, with rton 
and things. In order to cltminato tho undcsiral)1o otfocts of tliia uncertain 
element and to jn-ovidc ag-iiost any unoxiwctcd contingency, the need for insur- 
anco arffics. It is encouraging that in lotlia i>copIo are fast realising the 
splendid opportunities and intreasing facilities afforded by insurance, which, 
though not in "tho nature of provontivo of risks, saves one from losses. In tlio 
words of Sir MIrza Ism.ail ‘‘Insur.inco is I'ko the qu.ility of mctcy. It bjeasctli 
him that gives and him that takes. Insurance cares for you from tho cradle to 
the grave,” 

. Insurance is a contract by which one jitr^on undertakes to indemnify 
another person against a loss which may arise or to j>jy to bin; a suns of money 
on tho happening of a certain otont. Tho basic principle of insurance is that 
tho individual's risk is spread out and shared by tbo community, tho uiodlum of 
such social cooperation being tho insurance company. Insurance is tberofojy 
a cooperative derico. It briog^ together a nimiber of iodiiiduals wlto may bo 
oxposod to a similar risk fn ordor that (hey may assume it coltnctivoly. The 
risk, which would otherwise bo borne by only an individual, is distributed over a 
largo number of persons. 

Tho ixirson who agrees to Indemnify or to pay a lump sum is called tbo 
"ifjsi/r^r” or while tbo i)orsoD who is to got tbo judcninity or tbo 

sum of money is known as tbo ''msttWtf’’ or *'<icsftrccf''. Ibe considorat'on 
(or tbo contract is a single or a i>criodical ]>aymoat called tho The 

document containing tho terms of tho contract of insurance is called tbo "j/olicr/" 
which requires a raxonuc stamp. 'Ihoio aro many forms of insurance available 
at tho present time, and it is now possible to iosnro against almost any risk to 
which ram is oxpostd. lasarance rmy,^ however, bo divided into two miiit 
classes — Life insurance and non-Jifo insuranco.x The latter term also known 
as general insuranco includes firo insurance, marine insurance, motor car 
inauranco, third party insurance, workmen’s componsation insuranco, insuranco 
against riot and civil commotion and so on. 

Assurance and Insurance. Though these two terms aro often treated as 
interchangeable, yet tho former should to cpplied only to ItTo risks wbiih 
aro certain to happen. Insuranco, on tho other hind, rcfcis to tl.oso risks 
which are contingent in tholr uaturo, as Ere, marine, accident, etc. 'Iheroforo 
insurance relates to events which may lurtly liapi>cn tir partly fail; arsuranco 
is dopondent on tbo duration of lifo. 
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Essentials of Insurance Contracts. \ contrict of insiiranco. IiI.o otlior 
cotitiiicts, 13 go^oinod l>v tlio Indikii Contract; Act. In nuloi tint it may i)o 
a.ilicl it nuist I'ossess tlio « tmo ossoiiLi iN uq .my othL*r coiitr.ict clooa nainoly. 
tlioro must bo olTor uu<I .iciopttnca, camjiatont pulm, genuine object anil con-si. 
iloration, ConU.iLta ot {mk nntl m.k>n«> insknanco .00 loniracis of indemnU}/. 
t!i it is to s.vj , coiii|-ousition 13 [ikyablo to tlin poison insured onlj for tbo loss 
1)0 li.is nctii lily siitToicd. \ conti ict of lifo iissui.iuco. 00 llio otijor lund, is not 
a contrict of nukmnitj , bi.t it is >11 ibsolute undoit.iLing to piy a spooiGed sum 
of nionoj in 11 eoitain o\oiit 

An insui.iin,ii i-oiiti.ket Hkikst jkOSSttss two ntlditional foatures. The first of 
lliofo is tli.it tlio ns'-iirod liiK an insiiiable interest in tlio subjo't.matfor of 
insui nice, tb.it is, bo must bo m sutli u |nr>itiuii ttiut lio wdl bunefit by tlio 
8 ifety (if tlio snlijout-mittor insuiod, and 8ust nil .1 isjcuniary loss in tbo oieiit 
of Its being lost or diungod Wli.it jwisons uie supposed to liaso an insurable 
intuu'st will be oxpU'tiod Ulor It mii, byweser. lo jioiotoil out tliat in life 
lusur.inco tlio mtoiest must exist at tbo time tlio policy is completed , in miriuo 
iiiBUMiito it must usist .it tbo time Uio loss lilos pUto . wbdst in fire insunince 
it must usist bulb lit tlio tiuio tbo insui.iuco coiitiuct is compJetod as well es 
wlion tbo less talics placu. In tbo .ibscnco of ao msurabio interest tbo insurnuco 
is moioly a gimbling nr wsgoiiiig agrconionl. nhttli is lo-il at law. 

Tbo second foituio of -ill (.ontiucts of iosnrunco Is tint they aro said to bo 
contniuts nberriiims /!(/»’'. •! e , eonlrauls rcquhing a disclosuro of nil mnteriol 
1 lets iiMiI tbo olisolk.kncc of utmost good f iltb According to hw miareprosoutation ' 
rondois iin uuliiuiy conti.u-t ko'iKblo at tbo option of tbo paity decoliod. In • 
bontracts of insuiniK.!’, Iiowokor, somothing noio is roQuIrocl than an a1 senco 
of misroprofontition. llio iiistiioil must disclose o\oij material fiict witbin In's 
Uikowlcdge which would bo likoly to ofTcct tbo judgiumt of tho insurer. If any 
iiifuniiat'oa kvlncti Is within tbo know lodge of tbo insiirod is witblield fiom tho 
itisinci at the time of ontoung into the contiact tbo |>olioy would bo auid. This 
obligitlon is ini]iosed by law owing t> tho fact tiat tbo insuioi hia no access to 
infonn.ition wblcli is in possess on of tho Insuiod. 

Doitrine of Subrogation. Tips uppUos onlj to couti.ii-ts of indemnity — 
file and inaiino tosuiiiiuo Whole tho Insuiei Jias paid fni .a total or foi a 
paili i5 loss, be tbcioby lOvCmos entitled to the bonofit of all the iights and 
remedies of tbo insured in losjcct of the luljeet matter so piid for. Ilia 
tiansforenco of those rights and proi'oil'os to the insuier is Inown as the 
iloctnin of siibrng-itinn, 0 g. — 

(,i) .\ insiues li-'s house with R Tho house is dostiojed bj fire sot to 
it by a ucigUboui C. A lecoiois tlio diungp from B. IIoio B is entitled to A's 
light of suing C fot d.imagos 

(b) An insiued ship is roi>ortcal as missing and the insurer pays (ov a 
total loss. Should tho ship 1)0 Bubsoqnontly found, it will become the piopoity 

of tho insmor. 
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This right of siihorgation can ho ozorcisod by the insurer only on paymeut 
of tho loss sustained by the insured. Further the insurer can enforce only theso 
rights which tho insured himself could have enforced, and ho must sue in tho 
name of the insured. 

Double Insurance This means efTocting more than one insurance on 
tho same adventure or interest. In life assurance two or more policies may bo 
taken out on tho saroo lif«-, and the amount of all tho policies can bo legally 
recovered from the insurers. But in Gro nnd marine insurance this is not 
possible, as they arc contracts of indemnity only. If there is double iusuranco 
in respect of the same subiect-mattcr, and tho sum insmod ezeoeds tho idemnity 
allowed by law, the insured may claim t^ayment from the insurers in such order 
as ha thinks fit, hut he must g'a*Q credit for any sum roceived by him under any 
other policy. Should ho receive any sum tu extoss of tho indemnity allowed 
by law, ho is deemed to hold it in tuist for the insurers according to tboir 
rights nf contribution among themseUcs. As between the several insurers 
each is liable to contrihute his proportionate pirt latcably, and any* insurer who 
pays more than his proportion of tho loss is entitled to contribution from the 
other insurers. 

For example, suppeso that property woitli Rs. 12,000 is insured against 
fire with throe companies, namely, with X for Bs. 4,000, with Y foi Rs, 6,000, 
and with Z for Rs. 0,000 in all. If the house is totally destroyed by fire the 
insured can claim ouly Bs. 12,000, the value of the property and not Rs. 18,000, 

. because a fire policy is a contract of indeminity where only the amount of 
actual toss can bo claimed. This loss of Rs. 12.000 the insured can claim from 
any of tho insurance companies in whatever way he likes hut not excoodiug 
from each tho amount for which the proiiorty was insured. Thus ho may clT’ra 
Rs. 0,000 from Z, Rs. 6,000 from Y, and Ra. 1,000 from X. But tho loss of 
Rs. 12,000 will ho borne by the throe insurers proportionately, i. o., in the 
proportion of 4/15 5/15 and G/I6 respectively, and any company wliich pays more 
than tiio amount of its pliaro of loss is entitled to recover from other companre? 
which have paid less than their due shares. 

Reinsurance. An insurer, who 11.13 acoopted a risk gro,itor th.in he thriiL'! 
jinidant for Jiimself to retain, can reinsure tl»o whole or a part ofitwiih 
another insurer. Tliis is c-illcd roinsurance and is usually subject to tbs same 
law as tljat which governs the oiiginaJ insurance. Tho reinsurance i)o]icy 
contain? a declaration that it is a reiusuranco contract. Reinsurance is j'ossihlo 
in all forms of insurance — life, fire, manno, etc. Reinsurance must ho clearly 
distinguished from double insurance. Reiosuranco implies tho insuring of a risk 
or a part thereof already uudoitakon hy one insurer with another insurer. Thus 
a contract of reinsurance is entered into between two insurance compan'es and 
tho insured has nothing to do with it and IiIb jioaUion remains unafTo-toJ. 

Life Assurance 

Life assurance is a from of insumneo by which the insurer uudortikos, in 
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conefJornUon of a sipjjlo or }>oiioilical itrcmtuut, to p^y tho j'orson for uLoso 
bcsioCt U)0 ns^uTaDt.0 it> cftoLlc<), a B|vc1fictl Bum of moocy on tho doatb of tba 
]<or&on wlsoso life ib insured or on bis attaining a ccrlnin ngo. 

With tlio indi\iiluftllstic tendency of social organisation life assurance is 
growing in magniluclo o\cry day, More and moio insurance companios are 
<«Tincv\ an army ui agonVa is letruited by e^ory concorn to moot tbo gronieg 
toinj'cliiioti. The ud\aiit.tgc3 of Jifo assuranco cannot lo doniod eacept hy 
fcl'ti itiialjBls who coiitlcron fetich a piOMbion us urising out of lack of faith in God. 
liut (or a worUily man it is t ccessavy to maVo iirosision lor hia old pgo and for 
those %vl)o aio dci'ondonl. on Imn. Ihoto aro numerous cases nheio respettahJo 
t.iuiilius h.i\u to load mibcralilo lires uftor tho death of tlioir earning mcrnbois. 
The joint firmly sybtom ts uo allorootiio against lids contingency, hut it is 
breaking asunder, and ycoplo aio becoming more and more individualUtic- 

Ihero are two okments presont in lUoassuiance— the element of protection 
and tho elomont of iniostmenh The former iu present in all other kinds of 
losurance as n ell such as fire, mat ioo, accident, ote. but the latter is found only 
in life ussurancu. It i8.the element o( imestment that males the premium on 
life assurance so high and that g»>os surrender %aluo to a j'oliey of life assurance. 
When u person deposits money in tho Tost Offico, there is only an oleoiont of 
investiuest. The money goes oo accumubitiog at compound interest until it la 
withdrawn hy the deixieitor. in the oront of the dojiositor'a death the I'ost 
Office will nob p.iy moro than what has been dei'ositetl plus intsTeal due tbeieofi, 
bocAUse there is no elomont of jnotection id a Post Olbce account. On tho other 
hand, thoro is fire losuntoco lo which thoio is only on element of piotoution 
but no elomont of invostment. If a }>orsoD insures his building against fire for 
a year and there is no loss by liio in that ponoil, Uo cannot take lacfc anything 
from tho insurance company on account of the premium ho has paid. Tho 
insurance company only guar.intoes that in c.ise of loss by hie it shall indemnify 
tho insured , but if there is no loss there can ho no claim, as their is no element 
of in>estnjeDt in a fire policy. But both the olomeuts of piotection and invest, 
mont uiu found in .i lile assoiaoce j«'l'i-v. 

. Need for Life Asiurance- ilwt pooplo nowadays lecoguise tlie nood for 
life assurance and every ye.u the woild grows moro and uioio insuTaDio-miDdcd, 
Ilvor sinco the Wall Stioet wash in 1939 and the eubsequoot dcpiession. when 
literally thousands ILo world over lost much of thou wonhh. i<oDpio oi loth 
alllueot and inodorato moans have come to regard life assurouco with a ficsh 
interest and for the simple roofeon of stability and safety Duiieg llioso cluib 

Jays, one investment, whitfii did not deprooiato in value but which pakl a full 

measure of aisteon annas in tbo lui-eo in stiict accordanco wilb its toiuis-, wve the 
life assiiraneo policy 

But human natme being v\h..t it is, we all ilosiro to get nth quitklj. Wo 
risk hard-oaiucd mociuy hoping that hy soina cotijuty it will How hack into our 
pockets sovoral times gToalcr. When the sbato maiket rises and wo male a littlo 
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money wo aro jubilant, but wo novor stop to inquire why tho marbot ‘roso ; it js 
only when wo loso money on Us fall that wo start wondering. There is no 
magic road to wealth. Steady, porsistont and regular saving is the surest and 
most certain tnclhod ol accumulating wealth. Statistics disclose that ninolyfi^e 
out of a hundrocl men reaching tho ago of C5 ha»o litllo or no rronoy. Of the 
ninotyfjvo, twelve are pbysicjlly able for a time to go on worldng for a lI\iDg, 
while tho remaining oiglitythroo will ho dopondont on charity. 

What is adequate assurance is an individual maltcj not only os to the 
amount but also ag to its wise applicatioe, and tho major controlling factor is the 
length of our purse strings. l«et us supposo a person is now aged 37 bis wife 
3G, and bo has one child, a boy oged ono. lie is not a merchant prince, so ho 
will bare to budget his salary extra carefully. Ten years hcnco ho will most 
pi'obably bo seriously considering tho education of bis boy. but in addition ho 
will have a far more satisfactory income. Twenty years bonco his gonial smilo 
and oxixmsivo cigar will indicate the success of bis business. But tbcbo anticipa. 
tions and Ihoir realisation aro joinod together by tho fragile and slender thread of 
bis life. So lot us be pmctlcal and tako brat things first. , 

As a young man with lUtlo or no accumulation of money, ho requires as 
much protection for his family as bis purse will allow. If bo is thinking of 
taking a little insurance now and a little later on. ho may not get that furtbor 
amount Utor, bociuse bo cannot guarantee the state of bis future bcaltb. For 
an annual promium saving of approximately 4 per cent, of tho sum assurodi 
on ordinary life policy would provide maximum jirotoction. Again, supposing 
nis salary cheque has stopped, not for just a month or two, but for-cter, his 
wife has still to carry on. Wbat is tbe minimum income on which she and her 
child can live ? It will be found Chat almost all insurauco companies will pay 
out proceeds ofh policy in quarterly, liall.yoarly or annual instalments. 

Having ariuugod this primary essential — (the ideal of coursoi being to 
guarantee the mdopondenco of bis widow for life) tho consideration of bavins 
lunds for tbe education of his children comes next. \Ybctb 0 r or not bo takes 
out any insurance for the purjioso, bo will have to educate them. So, later, 
wboQ he can aiJord to save additional money, a short term oducatioual endow- 
mcDl or, if this falls too heavily on hia jiurso, a furtbor ordinary life policy 
give tbe necessary protottion in tb© ovoot of his death, whilst making his own 
fiavinga as lie may bo able, should be tbe next slop in bis programme. H bo 
is aulficiently well protected, ho may convert it to an endowment for his own 
rotireineot Looetit. 

At this stage bo is probably 40 yean of ago and has no longer so groat a 
need for tho protection of bis family. His income in I bo normal course of 
events should bo deciJodly greater than what ft was fifteen years ago, and be 
will! now bo viewing the future with much cloaror vision than tbo dim horizon 
bo visualisod as youth. Now let us consider his own retirement plan. If be 
cannot afford to convert bis lifo jiolicios into cndowmonls, ho should carry ,tbonJ 
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on. At loliioiuoiit Uioir Burromlcr uImoi ,^1 i 

later l,i. rat, ,b„ ,”1“ ‘t" 

montaeo. leaturioE ,,t Ins probablo retire- 

w., 

ma.Niu.um>,l„„ ia ,„aj„ '‘^ 'T° ‘‘ '‘® 

"b=„r„tr„lir,.l„. bo aorry ll,.a b. „,t ,.,“'elirh bV^M^ 
ascot ourtoob l.„„ „ , ooco,„„,„„ . oaoilol b" 

by invosting in lifo .ibburauco Willam.n • ' can create one 

Yes. if Lo insures thorn. By n.oans of l.fc ' 

income u/lei retiromcnt— or foi tbo benefit of h;« j continue one's 

Inc..oof.e.th,theban.,ays.hat ::o^^^^^^^^^^^^ 

rays what ono hoied to s.i\o. msuranco company 

ll'cz “-“™ 

acobfcooio... tbo oat.ro tbo a.bi.a bo:rber:':s:r.irs”:m 

:xr:rrr.:m^z- - • »■» 

t. an tbo.rs.™ot. ucalty ao„b,bo<. .b,.,ao,, ,.„rto,y “ 7 1 ’."™;”: 

Thcro ,v.a o tim. avh.o o -teat moo, „o,,l, fcob.a 
..auronco oo robs, ous erouods aod o.eo May tb. 

(orauccea.loU.r.loi.m.ntoo th, ,em.o,„,iy, ioyoa,„a„t of it, .ccm.hlea 
prom,.n„.t ,„t.r.,tbaoa.o.r. ascot, obo stay, ,o do bo,io.„ „„o8 „„ 
o.ll.<xl»Mob,mo,oaoo,.o.Ubo„ who bold tbo t.'oo lb,l ,bo .o.pIo„a.„t 
™ocyl,,„ldl„t.,.,t.o.,t.loa,a bo taioW „,b „,u„y But ov.o pi... 
U,oJ.,.n.lCb.-.la„. oLoaefrootroo, lb, „,,.soraM ,J„ „f „,„„y i„. 
been toooo to ore™ Ibat to oaa.™ oooa Ul, 

tbo core ofoooa„,toandoh,Id.eoin caa. of „„„at„„ d,„o ,,, 
lett m the haoda ol Ibotideoce. Tb.o coo.f„rlabl, „oy of (fc, 

does not take s.lbceot ..coimi of tbo foot Ibol Protidonca gonerolly work, 
Ihrough Bome hnnon oeeoey. If deotb oco.ra, tbo noooMory .„i,t„eo to tbo 
•ulTerore most com, from othoia wbo annfy,. rtioh oaactly cotmapoad, with 
tbo b.s,o prieoiplo of lif, .„„ro„c„ that tboa, wh, li„ ,„„e compeosat, tb, 
finanoial loss mtolted by thoso ,.bo d,o jounj, ■'Bosp yo „„ib„-, 
bunions ■ m,el,t stell bo cbosen for tbo motto of , Iff, assuranco mstilolion 
whicli roduco, mutual protection 1, tb, form of a busioosS-libo eystem. A 
man, who has th, moans ol afailine bimsoll ol Ibts Byabm and does not do so, 
and lias niado no otlior provision for bis family, is followiua a bne of conduct 
that suggoists iiresuiaption rather than faith. 
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Of much more frequent occurronco is the objection that life offices hoaril ufi 
enormous funds (loriNotl from iiremium contributions, that such vast resources 
aro unnecessary, and that tho contributors havo paid far more than actual 
requirements, and that except in tho o\ent of early death (which these obiectors 
always regard as a most unlikoly contingency) tho man who effects a policy will 
probably pay dearly for it in the end. In short, It is implied that tho public 
aro exploited, and more often than not weight is lont to this contention by 
examples being quoted of cases whore an assured, desirous of closing his contract, 
has been offered a surrender value of much smaller amount than tho premiums be 
has paid. Tho incroasing funds of life offices should bo no more a matter for ad. 
verse criticism than growth of total bank deposits from year to year. Depositors 
in course of time withdraw their money, and similarly i>oljcyboldcrs either die 
or their policies mature and tho amounts duo are paid cut of the general fund; 
the larger the number of new policyholders, the greater will bo tho natural 
increase in the funds. The periodical valuations of life offices show tho firooun^ 
which must be kept in band and iD%oste<l to enable a company to meet all 
oiisting liabilities as they fall duo (taliog account of future promiutns expected 
to bo paid under the policies (%-alucd) and the surplus Is returned to policyholders 
in the form of bonus addetioas to their policies. 

Then there is tlio man who thinks he can do Letter with his money. If 
he can, it is generally on account of having special opportunities not oiiea to 
the average man. The amount bo would otherwito pay in premiums way 
perhaps help in this business to a amalt extent, or bring in a handsome return 
at some future time if he lives to receive it. But in any case he would Ic 
tunning a risk at tho expense of his dependents. In the great majority of 
cases, life assurance is not merely the best way a man can inafco iromodlato 
provialon for those who would stand to lose by his death ; it is, generally 
speaking, the only way. It provides a capital sum that is free from the chance 
of depreciation, and if the company is selected with ordinary prudoucQ it is ss 
safe a means of investment as any other channel to bo found anywhere. It 'S 
significant that Bnccossful busines? men are generally the first to appreciate Ibe 
advantages of life assurance and never raise any objections to it. 

ITcro are a few more objections against life assurance together with tbeir 
answers ’ ’T am not interested in insurance." Not interested in your wife 
and children’s comfort! Vour wife and children might have to euf/ertbo 
hardships of poverty if you do not now interest yourself in ea/eguarding 
against tljis by insuring yourself. “Jt may not he j*ossihIo for mo to continue 
paying preminms to keep policy in force.’* Life is so uDCcrtain. \S'ho knows 
you may have only one prumiuia lo pay 7 Thon again, just consider il yo° 
cannot manage to pay premiums on your insurance which is the roost effective 
way of creating an estate for your dependents, in what way arc you going to 
provide for tlioir future when they arc left alone to face tlic nocosaitics of llfo 
without oven your incouio ? “My incomo is not Luiriclcnt and I will consider 
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v.-lii>n I Invo Lottor Incomf'/' Soppow yonr mcoma wore roducod by lU. 15 or 
Ih 20 ft niontii, woitM you nat inmisa your oxpansoi to suft your raducoj 
income? Since you cun adjust yoursaU to your reduced income, it niturally 
follows that you could 6a\e this much from your monthly incooie towards 
ensuTiDg the future wollaTo of those neai end dear to you. Lifa assurance 
is not what anyone with monoy can buy. Yon are healthy today and so can 
get QO insuranco on your life hut it might not La {lossthle for you to '-at an 
insurance policy some t’O-o henco So many persons are clisajifointod every 
year because thiir projiosals tor assurance are rejected although most of them 
rould li.i\e secured insurance if they bad not procnistinated. ‘'There is no one 
dependent on me. ' Well, that may Lo so. but a time will come when you will 
be dependent on yourself, i o . during your old age. 

Insurable Interest. As already |>oiute<l out above, no person can legally 
elTect life insurance unless be i.s an insurable interest in tlie life insured. 
It ii os^ontMl that the interest should exist at the time the policy is issued. It 
may arise from a numler of causes nbicfi may eonvonienty he grouped 
under three beads. \iz —(a) iotoiest m one's own life, (b) interest on account of 
blood relatioQSbii) or marriages, and (c) pecuniary interest. The persons who 
possess iDSurable life interest are : — 

1. Esery person id b's or her own life. As life insurance Is not a 
contract of indemnity, there is no limit to the amount for which an insuranee ou 
one 8 Ufa can Lu oCTected. Out an insurance oiCce shall not accept risk for 
more than the cajiitalisod value of the income of the iosurod. 

3. A husband in the life of his wife and a wife in that of her husliand, 

3. A croditoi in the lifo of Ins doUoi to the extent of his claim. 

4 surety in the life ol the person for whom he has stood as surety. 

3. A son in tho lifo of his pircnt if the parent supports him hut not 
othorwiso. 

C. fiiruilirly a parent in the lifo of the child if ho or she is dependent 
upon the child. 

Kinds of Life Assurance Companies. The life assuranco business fa 
carried on by limitoil liability companiOT which aro either vivtml or proprie- 
larij concerns. A mutual assurance company is one in which there are no 
sharohoIdcrB. Every memter of tbe associatiou is on insurer as well as an 
insured. The policyholders themselves manage the association for their own 
honeCt. There are no shareholders and the profit is divided amongst the 
policyholders either in the sbapo of bonus or in the shape of reduction of pre. 
roium on the existing policies. In s proprietary life assuranco company, on 
the other hand, there is a distinct class of shareholders from tliat of policy- 
holders. The former get dividond on their share capital and manage tbe 
affairs of such companies. Generally speaking 90% of tie profit is distributed 
ninongat the jtolicylioldera and 10^ goes to the sbaroboldais 

How to Effect Life Assurance. A parson wiahmg to insure his life has. 
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firet ol all, lo fili up fi pro}) 0 '?.'>l form. This consists of a numtcf of questions 
as to llic life, habits and aiitocedenls of the applicant. The answer must bo 
^iven carefully, because the proposal form Is logarded as a part of the policy. 
The insurance company also requires lopoils of two private friends not related 
to the proposer and of tlie insuianco agent. It nest arranges for the medical 
examination of the proposer. On receipt of the medical examiner’s report, 
the directors of the company consider tho rropos-d ; and if the life is acceited 
the proposer 13 ashed to pay tho first premium. If on an examination of the 
medical report the pioporer’fl life is fouiwl to la normal, his proposal uiU le 
accepted at the usual premiums ns gi\on in the company's prcsicttus, but if 
his life is below standard, ho would ho required to pay an extra premium. 

As eoon as tho first premium is paid either d’rect to the Head Office or 
to a branch or an agent of the company, the contract is complete and tbe lifh 
commences. Tho policy is then projnrod and delivered to the assured. The 
assured h also asked to submit pioof of his ago. C'n admission of this proof, 
the assured must aal tho con,] any to issro to h:uj a coittficato uf aduiisMOO of 
pioof of his age, otherwise in of his death h’s ass’gnoe or 
shall have to supply this inforiuation and prove to the satisfaction of 
company. 

Tho policyholder has the jiglit to obtain from the insurance con/jmny on 
payment of a fee not exceeding one iui“co a certified toj.y of the quoatioDS put 
to him and his answers thereto conUiinoJ in the proposal foim and io tbe 
medical report supplied in connection with his inaarance This infornialiou 
is likely to prove useful in case a dispute arises over tho payment of cUini 
under tho policy. 

The Policy. The life ussuraneo policy is a contract Lotwoon Die assured 
and the insurance company. It is issued uuder the seal of tbe company and 
is signed by two directors and counlcrsigned hj' the ni.mager. It requires a 
revenue statr-p. Tho policy conditions unci privileges are piloted on the 
back of the policy and are incorporated in tho body of tho contract by rufereiKO- 
Tho princip.al clauses of h’fo polmy arc : — Name of tlio cs^uroJ with 1"^ 
occu])ation and address and his ago next birthday , the annunt the company 
undertakes to pay to tlio assured or his legal lopresontalive with or without 
bonus; the amount of the promium, the date v^hcll p.iyablo and tbe days 
of grace ; a clause to tho effect (hat tho insi-iod should intimate to tl o company 
and pay an extra premium if he takes up some !.• ranlous occupatiou ; conditions 
under whicli the policy would be vo'd, o. g, suicide , conditions regarding lovival 
of policies and surrender value , and ccita'D infonuut.<,ii rcquwoJ by the Indim 
Insurance Act of 1038. 

Payment of Premiiira. The prcmiuin is usually paid ..rsnually in advance, 
but a comp-.ny will accept the picmium in inontiily, quarterly or balfyoarly 
instabiionls, cb.arging a slightly higher mto for tJjo The dnlo of 

pvyinant is sot forth in tbe palicy, and a mouth's grace is usually alJuwed 
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I'Qyonil tUe linn? Cvjuiinows usailly seaA o\»l roneml notices to policj'. 

but a I'olicvhol.loi ins no \aiid excuso for tlio iioti.^’ayn.euf ct the 
[ircmium witlitn tLo tiiuo stipultteti on the giound that no rcnev.jl notice baa 
been reaeiveJ. 

It is useful to understand Loir ‘life insurance prcmiunis arc computed 
Life insurance is a bus'ness qu te different from an) other Lind of business. 
It neetls no capital , it needs no raw material . nnJ it needs no machinery. 
AU that it needs is a cortaiu amount of organisation and a certain amount of 
p'opag^ndi. Vibit lactors underlie \»fo insnranca piemiutns ProtaiLni in life 
lasiiraueo is the price that a piosj'ettiTo buyer is rcquiiod to {Vciy while purchasing 
a life color. Ih.s pi ice, howoior. unlike other cunimercial transattfons. is not 
ixai able outright. It is payable unifunuly csor a pericul of jeais, tbe pajment 
ccas'iig either Jt the end of i particular j>er>o I or earlier in case of the death 
of the assuied, tbe cuntuci lecoiuiog luUidcd m the latter case. In the 
waaputaiuQ ol the pioiamm, the following importiut factors are tilen into 
L-oustJcrat'uo , 

First comes the question of oiorl ibty. Uy uiortality n> meant tLo iiamber 
of do.itiis expected to iiap|>ou io ouli year of a^o out of ceitaia ni'mlor of 
Hies of the samo nge. For ux.imple out of lOHO bees of rge 20, say 20 
may be espucted to die at ago 21. 21. at 22. 2 '> at 23. and so on, till a jii't'cubr 
sgeor till the list doith. The bfo assurance contract yrusides for a certain 
sum t>ayaLlo on duatli. Tbe prcmiuui that is uillccUd as a price should 
tliorefore, Lo sulCcIcnt to meet such laymeuts that ouy arise m future 'ihis 
Iiurto«o is jcli'ered cuHectnely by clarging such a premium to .ill tbe 1,000 
lues initially and to those who suincc every yeu thereafter, and makiug 
IKiyuieots of the guaranteed sums in cases of death out o! tbe collected amounts. 
If the esperience ol moitaliiy yustibes tbe assumptiea made, tbe contracts 
ai-e fulGlled 

Secondly, interest is anothur factor which entei-s into the computation of 
premiums The numhor of deaths incicises as tbo ago iccie.ises IJie premium, 
lioivcioi, is ko] t UQifuim. 'i bus coittm surplus uniouiits .'lO alwiys uvailaLlo 
in the early ycais nf assurance to u eet the Uaios in fulmo ?ulIi sim Jus sums 
xsovUA natuvaVly net be beyit vile but «\ll be inxcsled so as to ea.ru interost. 
The bunebt o( this ioteiost is guon to tie Uiog assured by way of a reductioa 
111 the premium, it being ..ssumeil tbat a certain lato of iatoiest will Le earned 
on tho surplus funds 

Tbiidlj, there is tlie problem of exyenses and profits. In cider to procure 
and maintain tho busliioss, to collect Ilia tienuums in fi.ti.ie, to iniest the funds 
and jc. on, a ceitain luargiii ol osycise'i is keyt in tho pKuuuut. Ibis is called 
tho esy eusa loading, wbkb is mido on the piendi-m by nay of a la iger percentage 
on tho fiist pieniiun) (feu jnoauiat on) and unifoim peic-eut.igo on tbe renewal 
promiuui (for ni.iintenanco) In ceitain cUs«es of contracts, a piovision for 
fotuiu profits is m.ulo bj moans of a percontago loading, thereby promising a 
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’ future return by way of iirofits on tho buBino‘?9. 

Proof of Age, Although a lifo aBsur^nco company docs not withhold 
tho issue of^ a policy until the declared ago of the proposer is provod, it is 
strongly recommended that proposers produce the necessary evidence of ago 
along with the proposal, or ns loon after as |)ossib]o, because it is required before 
settlement of the claim if tho ago hna not already heon admitted. The following 
proofs are generally accepted ; 

1. CortiSed extract from manfciiwl or other records made at the time 

of birth. 

2. CertlSealo of baptism if it contains ago or {l.tto of birth. 

3. Original horoscope prepared at tho timo of hirtli. 

4. Certified extract from school or collego records if ago or d.ate of birth 

is stated therein. 

5. Certified extract 'from service register in the esse of GoremteeDt 

employees and employees of quasi.govojnmont institutions, prov’JeJ 
ago has been admitted by such bodies on the strength of birth or ‘ 
school certificates. 

G. In the case of a Ciiristian a certificate of birtli or baptism or a certified 
extract from record in family Bible will he accepted. 

Commencement of Risk. The risk uudor a life assurance roli'ey 
cnmmoncos on tho date of receipt of tbo first premium in full or the date of 
acceptance of the proposal. wbicboTcr fs the later, and tbo second instalment of 
the premium falls due on n date calculated from such date of commencemout of 
risk. Potiefes may, bowaver. if desired, be dated back within the calendar year, 
for a period not exceeding tliroe months, to give tbo benefit of calculation of tlie 
premium at a lower ago. 

Indisputability of Life Policies. In terms of section 45 of tho Indlftn 
Insurance Act of 1938, after a policy has fceon in force for two years, it will cot 
bo called in question oo tbo ground that any statement in tho proposal for 
assurance or any report of a medical officer Or referee or friend of tbo insured 
or in any other document loading to tbo issue of tho policy 'was inaccumte or 
false unless such mis-statomeot fs on a materiat matter or suppressed facts wh'ch 
it was material to disclose and it was fraudulently made by the life assured and 
ho know at time of making it that the statement was false or that it suppressed 
facts which it was rxiaterfal to disclose. 

Suicide. In the event of the suicide of the life assured within a year 
from the date of commencement of tho risk, the policy is usti.ally rendered nuh 
and void except lo tho extent of Iho interest tboroundor of any assigneo of the 
jxilicy for valuable considoralioo who has at lojist one month previously given 
notice lo the company of his interest in tho policy. 

Hazardous troployment. H a iwrsoa whose life is insured outers upo® 
a service or omploymont or occujntiou which Js materially difforont from th.vt 
in which ho was eugagod at tho date of tho cominoncemont of the risk under 
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Exemplion from Income-Tax. As nn 
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...Jib to tbo =at„(uc.io„ .( tbo comiun,, and n now policy ““o”' 

(ncoraod atsuranco. An .pi,l.c.,ti„„ lor incroaaing tbo ,h“., ? 7 

tlnoo months ts l.o.,toJ as a norv proposal wineb roouiios a (losb m 7 
examination. ^ “oilical 

to tl '■“I’l' '■"‘""•’“‘oly (nlimatod 

to tbo ill. assuranco con.iuny, with (uK lutl.oula.s as to bow tbo policy ,ra, 

lost or Jestrayed and tbo slops bilcn to traco tbo sau.o, Tbo company rrill I „ 
propaiod to ,ssuo a cortiCod copy ■>( tbo policy on pjrymoot .1 ,„j 

after cluo ndvcrtjsorronls of such loss or destruction at tho assiirod's cost In 
adcij’tion a Bond of Indemnity may be noce^ary. 

Revival of Lapsed Policies. Bolit-'es uudor x-i.cl. juj.noQt of premiums 
has Loon discontinuod tn.hy bo rovno.! to the full btmi assured at auy time during 
tbo life assured. no\i\al c.rn bo offeded t^ithout medical oxamination witLiu 
six montlia from tbo duo dito of ll.o first unjaid picmium on p.iymont of tbo 
amount of the piomiums in Jiicar with inlorost tlioro at 7} per cent, por atmimi 
roiakonod fioui tbo duo plate of p.iUi uniuid premium, subject to n minimuu; 
payment of 8 nnnas. Whon, lvowo^or, a policy lomaiiis laj sod for not Jess than- 
G inontbs and tbo premiums in arroui amount (o not less tlian Bs 500, interest 
will bo chargod ut tho rato of G por cent only. 

After six months from tlio duo d.»to of tho fiist unjuid premium ie\i\al 
can Lo olfotled on jiroduction of n niodic.U ro|»oit to tbo satisfatlion of Uio 
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directors from odd of Lbo nutborisod medical oxaminors of tba company and 
on producttoQ of satisfactory ovnlcnco to show that tlioro has boon no advorso 
chango in tbo personal or family history or occupation and on payment of tbo 
arrears of premiums with intorost thorcon calculated ns above compounding 
half-yearly. 

In the event of cessation of payment of premiums after at least three 
years' premiums have hoon jiald, p.iytnent of the sum assured will bo made 
fn full in tliQ event of the death of Iho Ufo assured taking place %vitbin e/£. 
months of Iha duo date of tho first uniiaid proniium under deduction of the 
company’s ordinary* revival chargo as 6|icciGod above. 

Non. forfeiture Systems. The proi»o£ors are usually allowed tho choice cl 
one of tho following two systems of non.forfuiture : — 

1. This is applicable to all classos of pobVes. It secures automatically 
to tho policyboldor and his dopondonts in tho event of cessation of payment of 
tbo premiums under his policy a paid-up assurance hearing tho same ratio to 
the original sum assured as tho total number of pronilums actually paid hoars 
to tho total number stipulated for in tho policy, subject to lbo provision that 
promluma havo boon paid undor tho jioltcy for not loss than two years and 
that such proportionate paid-up assurance amounts to not loss than Its. 100 
inolusivo of any attached bonus. In tho caso of policios entitled to participation 
in tho profits of the company all bonu.scs declared nnd still attacblog to the 
policy at tho dale of cessation of payment of tbo premiums remain attached to the 
reduced proportionate paid-up i>oIicy hut tbo policy Is not entitled to particijato 

•in lbo profits declared thereafter. 

Kotwithstanding what is ahovo stated, if after at least tbroo full years’ 
premiums havo been paid in rospoct of a policy, aoy subsequent iiromium be 
not duly paid and the life aasurod wero to die within six months from tbe 
duo dato of tho first unpaid premium tlio policy monoys will ho paid aa if the 
policy had remained in full force undor doduction of tho premium or premiums 
unpaid with interest thereon to dale of death on tho Same Icrins as for revival 
of tbo policy during such period. 

2. Should payment of [iromtums f-o dcecoctinucd under a policy after 
it bss acquired a surrender value, tho company will automatically advance tbo 
ptemiuois as they fall due and maintain the policy in force so long as there is 
sufficient net surronder value (aftor deduction of any jndohtednops to the 
company with accrued intorost) to cover theso advances and compound interest 
thoroon at 7i j'Ot cent. Such advance logclhor with interest may ho rejjaid 
oilhor in whole or in part at any linw wliilo tho policy rs ea kept in force. 

In the event of tho policy bocoming a cUim during this I'oriotl the claim will 
he entertained subject to deduction from the policy moneys of the f mount fo 
ndvancol togolher with inlercBl iheicon. If the surronder \alco is exhaused 
by reason of such advance and no iciiajment of the advanus with interest is 
made hoforo then, lbo iwlicy will lai'so and all liahilily of lbo company will 
tormloato. 
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Loam. Loans are grantod on nnooenmloTod policies of amounts not 
moro than 00 t<Qr cent, of the sutrooder value but in tbe caBos of policies which 
aro duo to maturo within 3 yaats a larger percontago will be gTantod, the rate of 
interest charged being at least C |HJt cent, poi annum payable balf-yoasly. 

The interest ia payable along with the premium in half-yearly instilmcnte, 
and payment thereof is as essential as payment of tbe premium to maintain the’ 
policy in force. The interest falling due concurrently with the premium is 
|>ayablo along wrtii it. Whore intorost js not (jaid when due, compound interest 
will bo charged, but if intorost is allowed to fall into arrears lot six months the 
policy is liable to be forfeited -to the couttway, subject to such relief as ia 
provided for in the loan bond. 

The soitlomenl of loan transaclioos in the case of policyholders resident 
tn British India will be osi'toditod if application is made direct to the Hoad 
OfGce of the company staling that tf tbe amount desired is not available a 
loan bond for the maximum amount atailable should be issued. The applica. 
tion should ho accompanied by the |<olicy. any assignment deeds with the 
names and ages of the assignees and a remittance for the amount of tbe stamp 
duty calculated at the rate of approximately annas 13 for each Bs. 100 of loan 
desired, 

Setllereent of Claims. In tbe case of claims occurring by the death of tha 
life assureil, the claim is paid after proof of death and proof of tbe title of tbo 
elatmaols to the policy moneys base been produced to tbe satiafactlon of the 
insurance company, In tbe case ol claims occurring by maturity of the polioyi 
the life assurod is advised by tbo insuraoco company well before the actual 
data of maturity in order that tbe occossary pa)tets may bo completed beforo the 
payujont is made on tbo date of maturity. 

The proof of death is (urnisbod by suheoiss'ton oi any ol tbo following 
certiGcatos : — (a) certiCcate from tbe doctor nho attended tbe deceased in his 
last illness ; (b) ccrtificato of registration of tbo doath by the registrar of deaths; 

(c) certificate from employer identifying the docoasod . (d) corlificato of identity 
fi-om ft robiioBBiblo person acquainted with the deceased. 

Tlio proof of the title of tho claimants to the (lolicy moneys is required in 
ail cases whore a imllcy has not hoeo assigned nor is a nominee opiwinted by the 
life assured during bis Ufetima. The proof of title may be in tha form of a 
Vrobate of will or letter of administration granted by ft High Court, or it may be 
in the form of a succession cortificate grentod by a District Judge. 

L\ory comixiDy ia compollod to obUin euch proof of title of tbe claimant to 
llio estate of the docoased iiolicyholdor before jiayment of the claim, both to 
comply with the law and to eosuw tlmti the iwltcy moneys reach the hands of 
(vlioiMoovor ia .nlill.J b> l.'v In tom» cl So.lion « ol the Insuranoo 

Act, 1038, i> eoiopcny any nyply to p.y into court tUc moooyc too uuJor « policy 
within • BiociEoa lioic Iron, tbo iljto ol loutuiitj or Irom the Jilc ol iclimtioa 
‘E - 
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ol death if the claim cannot be soUIed by reason of conflicting claims or la. 
BufCcicncy of i)roof of title or for any other adequate reason. 

Assignment or Nomination of iPoltcies ' In view of what is stated 
above, jToUcyholdcrfl arc strongly advised either to assign their policies during 
their lifetime to whorDsoo>or tiioy wish should benoCt their policies or to nomi. 
nato the i)orsons to whom the jwlicy moneys are to ho paid in tho*ovent of 
their death. Forms of assignment and nomination are printed in tiiis pros- 
ixjctus and a memorandum of instmctiooB is issued along wilh'tbo company's 
policies. 

Policies may be assignod by the policyholder to anyone for valuable 
conaidoration or to anyono within bis immediate family circle for love, favour 
and afloction. A separate form of assignment of cither nature may bo obtained 
on application to the companj’. Unless otherwise provided by any law in force 
at the place of csecutioD of an assigoment, policyholders should give notice m 
writing of assignments since no assignment will be operative agaiust the ccropany 
until such notice is received. This is further necessary since priority of claims 
under assignments will bo governed by the order in which notices are received 
by the company. 

A Bomloatioa, if not incorporated in tho lest of the i>olicy itself, can ba 
made only by ao endorsemcat on the policy but such nomination to be effectual 
must be communicated to and registered by the company for which purpose the 
policy bearing the nomination must be sent to the company. A nominatwa 
•may be cancelled or changed by an endorsment or a will before the policy 
‘matures for-paymant. Notice In writing of any cancellation or change oi 
nommation must be delivered to the company, failing which the ijolicyboWev 
lakes the risk of payment of the policy moneys to an earlier nominee either 
menlioned m the text of tho policy or registered in the records of the compa®?- 
An assignment automatically cancels o nominalioa subject to the proviso that 
the assignment of a policy to the company in consideration of a loan granted 
by the company on the security of the policy or its reassignment on repayojcnt 
of the loan will not cancel a nomination but will affect tho rights of the nomi®^ 
only to the extent of the company’s interest in the policy. It has to be not 
that.~a nomination will not give Ibe soma protection against creditors as a® 
•asaigninent ordinarily would. A fee of Be. 1 is usually charged for each notninS' 
tion subsequent to Ibo first. 

. It should bo noted that a nomination or cancellation or change thereof 
can be validly made only in Britisb India unless the law of the country 
State outside British India where such nomination or caDCclIation or change 
tborcof is made also pcnnils >1. 

In registering an assignment or Domination or notice tboroof. the company 
makes no admission and expresses no opinion wbaloAer as to its validity or cffoct, 
leing uodorstood that the parties satisfy themsohes as to Ihfi form of 
aiS’fcBnicDt or nomination, otcount of stamp duty on arsigna-onl and all olbc* 
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oncartain of an jneomo after a gfreo {wriod or vrho Joe? not wish In5uranc0 
to be a part of bis finaual expooBOs after middle life. Oat of the relatively 
large aad certain income of hia early productive years, be pays for hia insu- 
rance, He has the satisfaction of realising that be has purchased and paid for 
the protection which hia family has a right to expect from him. This policy 
is also often selected by the man of middle age who has previously neglected 
to purchase protection, but who wishes then to buy it and pay for it while he 
is yet a producer. The ordinary life policy premium may cause an undoe 
pressure on the decreasing income of his declining productivity. 

2. Endowment Policy. This la a policy which provides for the payment 
of the sum assuied either on the attainment of a si)ocified age or at previoua 
death. This hind of policy thus combines two risks and therefore two pre- 
miums — the premium for the temi«>rari assurance and the preminm for the 
endowment on reaching the Specified age. Consaguently the premium for an 
endowment p.illcy is higher than that for an ordinary whole life policy. An 
endowment policy may also be’ a with-profits or witbout-prolits policy. 

Many life a^ssuranco companies also issue what is known as the “Pouf'^s 
Endowment Potici/' This plan of assurance provides for paytteut of double 
the sum assured on tlie survival of the life assured to the selected term of 
years ; but in the event of Ins earlier death, the sum as'^ured alone fs payable. 

Under an endowment policy the premiums are payable for the oumber 
of years selected or up to the specified age or until death if it occurs earlier. 

The endowment policies commend themselves to those who desire to 
Gave, in addition to the protection, a material incentive to save. The preoiiums 
arc considerably higher than tho«« for ordinary whole life policies. They 
only afford a means of saving for the young man, but they also mature at a 
time when the Individual, as a result of his larger business exi^erienee, is often 
better able to make profitable investment of la ige funds. If past investments 
have been wisely made from other savings and the individual docs not need 
the amount of the policy for coirent use. be may purchase a considemtle 
amount of paid-up assurance because bis insurance premiums have been 
large. Again the policy has larger loan values than any otber policy, and this 
Bometinjes becomos an advantage for the yonug person. Tbo argument that 
the individual could aecure a better return if bo would invest his savings lo a 
savings institntion ia more interesting than true, because the average individual 
will not save regularly unless under pressure. No one compels him to go to th® 
Bavings bank to make his deposits and no one preveuls him from withdrawing 
them at his pleasure. 

3. Joint Life Policy. A policy may bo effected ur>on the joiet lives of 
two or more partners so that in the event ol one of the p.^jlrcrs dying, tl'O 
capital taken out of the firm consequent upon his death may be replaced fay fh® 
proceeds of the policy. The premium on such a policy would bo i>aid out of 
the partnership mauies, and the policy would form part of the partnership 
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In tljn ovonl (if tlio |iai|iioia)tip liolngdhftolvnil, tl)o Biirrondor vnluo of 
tho iiolicy coul'l lit) iliatilliutod nmongat llio iwrlnorfl In U;o fcaino way as llm 
otiior nisots. 

TliO lum nMUTdl nritler a joint Hfo aRiiiranco jiolloy la piyabln on Uio 
first of oitlior of tli» tno llvoa naiiiroil 

■i. Educallonal Annuity Pottcf. Tin's iiaffey Jg Intenrloil to iirovido for 
tlio O'luciitlon of quo's chililien. Tim imrson to Im tna<Ucally examlnod !s tli< 
{MtroDt or euuidian on mIioso lilit tlio jioticy is to Ijo tukon out Tlio jiromlutcB 
uro imyabio for tho term of youts Belotto>i or only till Dm doutlj of tlm juront or 
guarrlian ifourliVr. 

In tlio o>flnt of tlio chflil's (IqaUi jirioi to tlm daUs of maturity while the 
jmliey is in forw), nil juoimutna |>a»l eacliuliiig ilm first year's rosy bo roluii'lc'l 
to Ibo iinrnnt (or in llio ovonl of bis firovloiis iloatli to his logiil roiirosontativos) 
or tJid [iiront may if ho so doHiroH, coiitlnim tho imlity by Bubsljtutlon of Dto 
nuinii of BDOtbor clilM. 

The fltliiCAtlnnnl annuity IS ).nynbIo to ibo fsironl if allvo , otborwiso to 
tbo child If of ago, but ff not. lo Ins leg.illy a|>|‘ 0 lutcil giionllon, for a jjorfod 
of fite years, 111 lisif yoirly inslatnmiiu, Iba first liiatnlmont boing |i.*id on tbu 
survival by the chibl of the selected term of years. In the ovonl of tbe dnotli 
of the child alter the instabuonts bave tmcoino |Ktysb)e to tbi) parent, but bofoiu 
(uyfflunt of all tlm instalments lieve Imoa com|ilot<wl, Dm balance of tfm /nstsl. 
moats will be coinmuto'i at a certain rale of lotciest and paid to tbo inronfc 
lAllmg wliooi to Ilfs legal represcntntivos. 

5. Marriage Endowment Policy. Ibis (lollcy is Intended to provide for 
tbo man Inge of one's children. It Is to Im taken out in tbo same wn> as an 
educational annuity policy, Tbe sum asstiro<l uo<ler tbfs polley is {layable to 
Die parent if alive; otborwiso to the cintd >1 of ago, biit, !l not to bis legally 
apiiofntod guardian. Tlie surrondor value of a jiollcy olTcctod under tliisplm 
is uRuallv guaranteed to be 90'!^. of tlm annual premluroH paid ezcludiog tbe 
first yBftT’fl. 

C. Children’s Deferred Assuranco Policy. This class of a policy is 
designed to enable a laront or guardian to secuio for bis child nr ward tlie 
benefit of an endowment sssiiranco at o considerably low cost, irrespective of 
iho condition of the hoaUb of Dm cldld at tbo date of the comomocomotit nf tbo 
risk. 

This is an endowment assurance iasuad usualy on tiio lives of male children 
who have completed one year of age but have not compfotod 18 years, providing 
tbo payment to tiicm of the sum assured at the ood of a selected period or at 
prior death after the delericont leritid (i. B . tbo interval botwaon t!>e date on 
Which the policy is taken out and the imllcy anniversary just preceding ti.o 
attilnmont of age il). If the child dies during tbo deformoot period ail 
premiums paid excluding Dm first year’s are returnorl with lotorost at 2|?.. imr 
annum compounded yearly. Oa tormluatioa of tlio de/oimont period, tbo policy 
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tbo Avidow's lifc-tin.'o thal such a policy bos boon itexise^. 

Tbo i>oltcy is iDtootlcd roainly fot tbe youn^ luaa just starting married 
life and isrovidcs. in the esent of tbe assured's death during the first twenty 
years of the contract, a guaranteed income, equal to 10 j>or cent, per annum of the 
Qtnount assured, payable from the date of tbe assured's death until tbo eipiiy 
of 20 years from tbo lucoption of the contract, when tbe sum assured itself 
bocomes i<ayablo in full. Thus the widow and family can be guaranteed an 
adequate income until in most cases iho eldest child has attained majority and 
the widovr is relioNed from all trouble and risk imohod in arranging for a safe 
and reomueratixe i!i\eslmeat of the policy money's during the period iu 
question. 

The i>olicy further provides for inyment of tbe sum assured m full in the 
o^ out of the iisstirod's death occurring alter 20 years from the inception of the 
policy It is recognized that by such time the exjienfes connected with the 
maintenance and education of llo family should no longer be so heavy ond 
the provj'sfoa ensured by paymeot and mrestment of the sum assured should ha 
suifieiont for future needs. 

The perfect protection policy can be effected either with or without parti, 
oipation m profits. If efiacled with participation la profits, tbo bonus additions 
attaching to the j'olicy will be payAbte on tbe death of tbe hie assured. 

It is claimed that the i<olicy is tbe most op.td.date of its kind and tiiat it 
prorides tbe most practical form of protoctioo obtainable for tbo wife and 
family. Husbands and fathers are asked to consider the special risk to which 
practically o^ery family is esjiosod during the first 20 years of married life, and 
thou see haw that risk is covered by tbe following benefits which are piovided 
by such a iiolicy of Rs. 10, OCX) : — 

(1) In the event of the husband s death within 20 years from the inception 
of the policy •. — 

(a) A guaranteed income of Rs. 1.000 i«r annum to Lo payable by mcntblj 
instalments of Re. until the end of the 20 yoai a period, the first 

instalment to be paysbie one month after tbe death of the assured ; 

(1] EU. 10,000 ia cash at the aud of tbo 20 years period to. meet, if 

required, the cost of the h'gber education of tbe older children or 
to stait them in business as well as make provision for tbe future 
tnaintonanco of tbo widow and yovmger tuembets of the family. 

(2) In the event of tbe husband's death after 20 years from the incei'lioD 
of tbe policy : — 

fii; Ks 10,000 to bo raid on tbe death of Uie husband for the future 
maintonanco ol tbo widow and family, the older members of wbit-h 
- by that time should bo no longer doi'endent on the life assurance 
provision. 

Subject to proul of death, title and ago. the first instalment of tlie 
euarautoed monthly iutomo will lo i>ald one month after tbe death of tbo 
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ftSBurod, and tbo laat mstalmoQt on tho same day of iho XDonth icomediably 
preccdlcg llto expiry of tho period of 20 ycars from the inceiition of tho policy. 

Life Assurance with Disablement Benefit. A notabla extensioa of Hfo 
aBBuraoce henofits is cow being offored by some companies in the form of 
provision against loss by forfeiture of Hfo assurance rosulUng from inability to 
contiouo payment of tbo premiums coQse<iuoot upon sickness or disahlomont. 
Life assurance is generally recognised by every prudent man as the best means 
of providing for bis family and doiwndents ; but how insecure is that provision 
unless tho assured is reasonably euro of being able to continue the premiums ; 
and bow great is tbo danger of bis being unable to do so as a result of pro. 
longed illness or a serious accident 1 Most salaried business and professional 
men have no cause for Snanciat worry in the event of an incapacity lasting 
several naonths only, hut beyond tiiat period tbo matter may cause serious 
financial embarrassment, which can be averted by combining life assurance with 
disablement benefits. 

On payment of a email extra premium, some companies policioa proriJ^ 
for tbo waiver of premiums upon proof of total and permanent disability of 
an insured life (not following hazanlous occupation) through accident oceurrisg 
prior to age CO and for payment of double the sum assured in the event of 
accidental death of tbo life assured within the promium.payiDg period before 
age CO whore death occurs within ninety days of tho iojury. 

Non.medical Life Policies. The Sui)orioleDdent of Insurance made the 
following suggestions in the /ftclian /nsurance Tear Book of 1944 regarding 
the issue of life poHciea without medical examinatioD : — 

One direction in which ineurers can practice economy is by the issue 
without modicual examination of policies of which the sum assured does not 
exceed Its. 1,000 to begin with. An enquiry made by tho writer into the 
duration of porsistonco of medical soJoclioo in connection with an investigation 
into the mortality exiiorionced by those insured with the Oriental Goveromeut 
Security Life Assurance Company covering tbo decenniuro 1925.1935 has proved 

beyond doubt that tho effect of medical selection on lives assured does not on 

tbo average last for a period much more than one year. There is no reason to 
oEsumo that the experience of other Insurers in this respect should bo different 
from that of tho ‘Oriental’ and this may bo assumed as a feature, st least for tbo 
proeent, of medical Boloction for assuranco purposes in India. This being the 
case insurers would not bo taking any groat risk if they transact non medical 
business subject infer n/w to the following conditions :—(l) Tlie sum assured 
docs not exceed Rs. 1,000; (2) A declarattoii of good booltb is taken in every 

case and proj)crly scrutinised ; (3) In case of death in the first year a I*rt of 
the premiums paid alone is returned according to a sUdiog scale ; nod (4) 
papers relating to the jieisonal nod family history of the proposois are subjected 
to a very careful scrutiny anil tho insuror resorvos tho right, in caso whore these 
arc not entirely satisfactory, to call foroiodica! examioatioo. 
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go o w 'ch IS essential in forming a correct Idea of the company's soundness 

in I assurance in this country not being welLrersed even 

e e ementary technique of life assurance business, are not in a position to 

siere good companies from bad. 

It IS true that the Indian Insoiance Act of 1938 had laid down conditions 
ero y unsound insurance companies wiU te gradually eliminated from 
continuing in operation. Although this Act has made it almost impossible for 

unsound concerns to come into esistence, yet it must not be supposed that it has 
n^ide all the ea-sling insurance companies sound. There are companies and 
tompaniee. 


16 



'562 


BUSINESS OBGANlSATiOti 


Wlion it is desiroil to select a life assurance comiiany for insurance, tto 
following poinls sbould bo catefully consirlorctl . 

1. Business Methods. Wlion one thinlro ot over throe hundreil irsliln- 
tions vying with one onotlior in a acramhlo for businoss, ono can wel roa no 

how keen comiiolition is and how near it comoB to a veritablo slrugg o or lo 

survival ol tlio fittest. It bohoves all' rcsiionsiblo iiersons to see a lo 

business of insurance is in lirorer hands and is being conduct.d with duo Mn. 

Bidetalion for llio inloresls ol tbs insured. Quality and not qnanli y sug„ 
ilsolf in a matter ol this kind. Thoro aro number oi liio insurance comiianics m 
India which aro not suitablo concoms to handlo such a highly lechnica usino 
as lito aSBuranco. Bandit lawaharlal NoV” “““ 

ontorprise in India that "wo must build our sawadoshi industry on the w 
ofScioncy anti not moroly on eentimeof. v,arnLtor 

The price of insuranco, namely, tlio premium, is of a cocr-p ox c 
being baaed on certain aESuaiptioDS regarding Iho future worlving of llio 
companv. A prospective customer should therofoie try to o tiun m 
on Iho' working of those factors beforo i,y 

factors aro mortality oxporionco, intorcst oarned and espouses, 
should ho ol tho following nature and Ibo inlormalion will ho avaiUU 
cciupany’B published accounts J — 

(a) Is the mortality exporionce of tho company within I le eip 

underlying the premiums and also tho last valuation basis ? 
oxporiencd expressed as a perceotago compare during I o as o 
these assumptions ? . 

(b) Is the experience as regards the interest earning o 
lavourablo, and, il so, how docs it compare with tho assnmp ions 
last valuation and also in tho premiums during the last few years 

(c) What is the exporionce ol tho company regarding .ts expeares ^ 

• oxponso ratio within tho provision made in tho Usl valuation ^ 

■ valuation, provision for expenses and future profits is made in ° ^ 

way of a percentage of tho premium. It would therefore be o p u o 
' to what extent the expense ratio of the 'company for the last few years 
. the valuation provision, particularly because the lower it is than ® ^ mpany 
the larger will be its contribution to the profits of tba company. * 
gives liltlo or no thought to the restriction of exponscs witlim J ° i' • 
tho premiums, then the business is being written at a hig or cos 
premiums will stand, and the results are inevitable. 

2. NewBusineas. AsceHain the amount of now buslness^cu J 

company daring tho last year, and inquire into its quality an cos . 

steady growth is to be proforrod to a forced march in tho matter o s ^^^^ 

DOW business. A decline in bastnoES may sometimes be the result 
policy of Iho management by accepting only quality business. ^ 

Uig figures should not. however, lead one to assumo that a Urgo cxi* • 
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t!ion of now Ismfticss IS tlia Aitif non of life Rs^uranco or tliat ft is tlie sola 
criterion by wliicli a life office should be judged. On tho contrarj / unless new 
Inisiness can bo obtainoii ut a reasonable cost and conforms to tl.o requisite 
Rt.indards of quality, its inctuiation wouW be doUiiuental to tbe inloieslsaf 
ox'Rting |)olicylioldcis. 

3. Lapse Ratio. 'Ilio I'oiconlaye of Idj^es, the bane of life assurance 
business, should bo noted. \« im]iro\einent in the laj>60 ratio can be due only 
to n c.iTeiol felection oni\eB and constant serrice, whereby tlio policyboltlais 
aixi encouraged to beep tt>o\t couliacts in (osce 

4 £onus Record. Hus the coiniuny been able to declare pjofils in its 
list valuation, and if not. is tbeie any prostiect of a future declaration ? 'Ibis 
quost'ou is necessary in view of tbe profit margin in tbe with-profits premium, 
which is collected from the policy'holder with an implied promise of returning 
the same by way of fuluro bonuses It may happen that a company may not 
have (ieulaied a bonus ns a matter of conservatiie policy but thoie may be 
future prospects of a bonus. I o this connection tbe following extract /torn the 
Cliairman's bihiocIi delhercd at the extraordionry general meeting of the 
Oriental Goaoiiin.ont Fotuiily Idfo Assuraoco Company, Ltd, held on 2nd 
October 1040, i? to the point : — 

“I should rot lo misundeietooi) when 1 say that tbe mentality of the 
Indian insunng juibbc h is been onfortuoatoly trained to attach more Inipoi tnnee 
to I onus than lo Ibo security of tbe piimary benefit Toprasentetl by the sum 
uRsuted iteolf. Ibis has emted co unbeallby race emongst cempanies (or 
ilccluratioi) of progio^shoty iocicjsiog lionurcs without legard to the capacity 
of the companies to cam these rates, f alioiild like to stress that the titnelias 
now airiyod foi insuicd {>e)SOD8 picsent and prcxiiectiyo to think loss of bonus 
ntid more of tlio sum assured. Tho anxious tin os created by tlio fall in tho rate 
of intorost huae piovidod III) opi'Oituiiity for iill companies to teke stock of tho 
situation and stiongtlieo tbaii valuation bases in contoimity with tbe .actual 
iiiyestnicnt conditions ohtaioing in the mnrlot so as to safeguard for the liyes 
assured and thoir dependenta lb© Bwm asauied which is the main benefit afforded 
by ft life asauranco y'obcy 

During tha list few years, with ft falling rato of interest and n higher 
ratio of oxpensas, tho valuation lesuffs fm« naturaffy tfi’scfosetf fiaidfy any 
surplus, and most of tho .lompapios havo bad to (>a6s o^oi the bonus. Eveu tbe 
comp.inies tliat haio decUro<l » bonus bavo boon able to gi\o only a raducod 
one. wliich is roiy mflcli less than what thoy were accustomod to pay hofoio, 

5. Financial Position. 'I be first and tho most important fjclor easeutial 
to u good lifo assurance comimny IB that of socuiity. i\ life ariuiimce company 
is essentially a ciedit institution Its intrinsic soundnoss is of inoio impoitanca 
to tho pollcybolders and the insured public than llio volume of business it 
underwrites or the size of its funds, The laymrn is apt to be imposed upon by 
barge figures. 
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The assets must be sound, secured and properly valued. Tliere must be 
vrell-pUnned distrlbut’on of the assets consistent with the trvo cinons of safety 
and adequate yield. There can, of course, be no hard and fast rule regarding 
the distribution of assets of a life assurance company. Much depends upon 
the pecnliar circumstances of each individoal office. See if there are any inner 
resen-es on the Balance Sheet. 

_ 6. Inreshnenl Policy. The investment policy of a life assurance 
company is now governed to a large eiteot by section 27 of the Indian Insurance 
Act of 1933 : hut still some discretion is left to the management in this matter. 
Under the conditions pre^•a^Ung in India, the investment policy sliould s,itis(y 
the two welLtnown canons, namely, absolute safety cons'stent with the 
niaximnm yield. 

The investments should be properly distrihrted among all classes of 
recognised eacnrities, such as Government and trust seenrities, first mortgage 
on building property at a comfortable margin yielding rattsfaclory interest incotie, 
preference shares and debentures of poblic otility corDru-nios and other repotabla 
industrial concerns, etc. The whole idea of the investment policy shoold be the 
diversification of risk and the averaging of yield. 

With the present limitations on investments imposed by section 27 of the 
Insurance Act. there is very' little scope indeed for iDvestmont in indcstrial 
concerns. Under this section (15 per cent, of the life icsnranco fond of s 
company has to be Invested in Covemmeot and trust seenrities Usually about 
10 to 15 per cent, are given as policy loons and abont 5 to 10 per cent, are 
invested jp building property, feaviog only abont 15 to 20 per cent, aratlable hr 
investment in industrial concerns or other public comranies. It should cot, 
however, be considered "that every bare-breined sebeme that comes forward 
should be financed by the losnraDce ccxmitaoies or that new ventures should be 
allowed to be patronised by life insarvnee offices. Bnt some of the funds of 
life insurance companies may very well bo iovested in well-established concerns 
and in well-secured debentures of oven nowly-started companies. 

7, Policy Conditions. The policy conditions should be liberal «nd 
should jDcluda all up-to-date privileges such as disablement benefit, etc. The 
actual conditions of policies issued by variona companies are different* ; and 
therefore it is necessary to examine carefully the policy conditions before 
choosing a life office. 

8. Management. A life assurance company requires capable sod 
experienced management ; It is not everybody who can run a life offiw success- 
foly. It is all very well to argue that whet others have done from fmsll 
beginnings can still be done. Xlonditions have charged materially and it i* 
more difficult nOw to make a success of a new life insnrunje company. Bavide*. 
in insurance the test of time is what counts, end most companies have yet to 
stand that test. Business pouring in and big ^gures to show to the public do 
not always sr>eli ecceess. Time alone will tell what the quality of the mana^- 
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merit is and what Eociirity has heen built up for the pfilicyholdarg. 

Fire Insurance 

Tiio contract contained in a fire inaumncc policy is an agreeraont by 
which the insurer in consideration of a smtable premium undertakes to make 
good by cash jiayroent or olhomise any loss sustained by the insured through 
damage oi destruction by fire of the proiwty detailed and deBcriled in Iho 
policy, upto an amount not excooding that set forth therein. It ig undorstoul 
that tlio (loscn'ption of tho propeily ghon in the policy is correct and that all 
facts natoual to the rnsuiei's ostiraate of tho risk iorohed ha^e been disclosed, 
and also that the insureds interest m the subject-matter is a legal one. Tie 
tbicp cardinal principles of a fir© insmanca contract are as follows ; 

(U Thu cuntrset is one “of the utmost good faith”. 

(2) The contract is peisonel to Ijie insured and tlia insurei. 

(3) The contract is one of indemnity. 

Good Faith. In legal phnisoology, a fire insurance policy is n coutract 
nherrinme ftJfl (of the utmost good Uith) By this is meant that each party to 
the contract, the proposer on tbe one side and the insuier on the other must 
snake full distlosuio of sli facta that sie matorini to enable the other party to 
undot stand the nature and e&tent of the contract into which txe is enterisg. 

As regards the insurer (wbethei a company or an individnaj underwriter) 
the matter is simple ; the meaning of the policy that is offered must be made 
cloai. For example, the proepeefo^ or piot'ossi form must not suggest one 
thing and the jiolicy gi>e soroetMng diffeient oi be hedged with unreagonaLls 
restrictions of which no indication was suggested when tbe negotiations were la 
progress. 

On tlie part of tbe proposer, tbe obligation is more onerous. Uberrimae 
fule$ ro<]uiroa that he should mako tbe insurer acquainted with all facts that it 
is nocossttry for him to know in oidei to enable him to decide whether or not to 
Insure the riik ofTorod, and, H he decides to accept it, the jiremium to bo 
charged. The pvoposov need not draw attention to facts that are either common 
knowledge or are part of the spocial knowledge that all fire underwriters may Ke 
jiresumed to possess. He need not, for exaffliilo, point out that petrol is to be 
found in the tanks of motor-cars or that glue is likely to be lieated in a 
carpenter’s shop, although Loth of those facts are maforial Co the underwriCer 
in bis judgment of a risk. The pioixiser must, honever, dixulge any roaleriat 
fact that does not come under these heading. This onus is not remoxed, although 
as logards physical hazaixl it is lessened, by an inspection of the jiremises by the 
insurer's surveyor 

It is easy to see why the lequiiement of full disclosure is essential. The 
citcumslauces of a risk are known best to the pioposer and some of them can 
sometimes be known to him only. If he wore not bound to reveal all impor- 
tant features, tbe nndoiwriler nonld frequently be seriously miBled in hia 
estimation of the ha7ar(I. 
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Ilie vrinjo woji8uloi.iln>» ul a firo insuraiivo (.oiujMiiy is Ibat a jioltcy- 
boMor isboiiUl nut clon\o a I'lulit fiaii a fijo. To explain nJiy this is so is 
UUDOccssary, Tho roason btuotly is» that tbcro ons too many peoplo in this 
world unablo to restrain thomsjhes in tho lato of sucli possibilities. Insurance 
companies Line cunsoqucntly boon obliged (o |>ru(oa tliemsolves bystijiulatin" 
that tho insuiCil value ia the repliconwnt value with like kind and quality at 
the time of loss. Insurance coiniMnios further protect tbomsuhes by rosorvit)'' 
tlio i>ri\ile^o of roiu'.tating protieity “uhith is the subject of a cUfln.” 

This IS ssuhjsct which has received the careful attention of both the 
insuring public and insurance comjxiQics for something over ft century and the 
present aystom is undoubtedly the most equitable for everyone concerned. As 
far back as tbe middle of the lost century the fundamental principles of fire 
insurance were summed up in an Irish Court when the learned judge said. 

“ft has been truly stated that e. policy of insurance is a contract of indem. 
nity and that, while the insmed may n.vaio any sum he likes as the sum fur 
wliicli lio will p.iy a premium, be docs not. by so proposiug that sum. nor docs 
tbe comviny by accepting tbe nsk. conclude themsclies as to tbe smounl which 
Iho i>1,iintill is to iccoioi in coosoquouce of the Joss, because, although the 
plaiotid r:>nnut recover boy-und the sum iosuruil in each pK-rtfcular item, be 
cannot Tccoier even Vliat sum unluss ho provos that bo has sustainetl damage, 
and then ho will roooier asumcouunensuratototbe loss which he fa''S sustained ” 

Life versus Fire Insuraace. If wo couture the contracts of life and Sre 
insurance, we find that a hfo policy is obtained fir a longer period, wliilst a 
fire policy may be obtained for a (''^riiKl ranging from 10 days to 12 mouths. 
On the expiry of this foiioil (he Cie loltcy can. no doubt, he renowed with 
tho approval of the losuraoco coiupany and on t>ay ment of a fresh premium, 
lu the file assurance contract both the eleoieots of protoction and investment 
are present, but in the case of firo contracts thme is only the element of pro. 
tectioD, Tbe classification of risks in life assurance is simpler than in fire 
iusurance, and consequentfy the roles of preuii.v in fire contracts dider very 
much. Unlike a life policy, ft fire I’oliuy has no surrender value. Ihe insurable 
interest in a life assurance must UDcessaiilj le present at the lime of entering 
into the iosuvaaca qQntcai.t, while in c.vso of firJ it inust bo piuseut both at tlia 
time of ontoring into the contr.vi.1 ns well ns when the less takes place Ibero 
is a greater moral risk in Ibo case of fire contiacl than in » life. Then »gair, 
unliko iv life policy a fiio policy cannot be assigned without the consent of 
tho insurer. 

Hero ono diffeiencfl with ni.iriflo insurance nifty .also be. noted. A bolder 
of a marine policy may rocover not only the value of the goods lost or damaged 
but he can also a«k for comi«DSition including the P«ofit wbicb^ be would have 

otLei wise made, had the goods been sold in tho mirkot But in Cro insunance ^ 

tho insured cannot make any Piofit on the goods destroyed. Ue >s ontiliod oulj 
to an indemnity puro and siinplo. 
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tdsiirable Interest. In common xvith all kinds of insurance, the insured 
must havo an insuraljle interest in the subject-matter of the contract. As a 
rule, any existing right amounts to an msurahla interest. An owner can insure 
his own goods, an ageut the goods of his principal, a trustee the proiwrty which 
ho holds in trust, a common carrier the goods which come into his possession in 
the ordinary course of his trade. One insurance company has a sufficient 
insurahlo interest in the property insured with it to reinsure it with another 
company. A' mortgagee has such an interest in the property mortgaged. 

How to Insure. The first thing to be done would be the filling up of a 
projKieal (oi'm which is in effect similar to that used in life insurance. The 
utmost good faith is required in filling up this form. All material facts should 
be fully disclosed and corroclly described. When deciding the amount for which 
the proirerty is to be insured It sJiouJd be remembered that in tbs ©vent of a 
fire, only the amount of tbo actual loss can bo recovered from the insurer. 
Therefore there should he no overvaluation except for tlic probable rise in piice 
during the iroriod of insurance. 

The insurance company will then consider the proposal, make its own 
examination of the property and quote the premium for the risk. It is almost 
Impossible to fix fire insurance rates with the mathematical precision with which 
life insurance premiums are computed. The fixing of fire insurance premiunas 
is a difficult end complicated matter, and deponde upon a variety oi circumstances, 
Luch as the construction aud situationnf the promises, tbo nature of the trade 

carried on, the cbaractei*of the goods Insured and other similar things. 

Tariff and Non.tariff Offices. A groat part of the fire insurance business 
is transacted by 'tariff offices’ which arc members of the Fire Insurance 
Association for a particular area and which conduct their business in accordance 
with the rules of the association. The association fixes the rates for the v.'irious 
kiuds of eerious risks and secures that atloquate premiums are charged for the 
various risks insured against. This combination prevents undue competition 
amongst the insursneo companies. Non-tariff offices, on tbe other hand, arc 
outside the control of the assoewtion. They assess bach risk on its merits and 
charge premiums accordingly. But such officog are not many. 

Fire Insurance Policy. On payment of tbe premium the insurance 
company issues a ‘cover not®', from tbe date of which the risk commences. Th® 
policy is prepai-ed afterwards. It is' signed by a representative of tbe insurance 
company, boars a revenue stamp, nod contains the name and address of tlie 
insured, full description of the properly covered and tbe amount insured I'n 
consideration of the premium paid. On the back of tbe policy are printed the 
various conditions under which insurance has been accepted by the insuror. Th® 
main conditions aro as under : — 

1. hlisdcscrijition, uiisroprcscntation or oinissiun renders tbo jolicy %oid. 

3. Changes in tbo risk to be notified and the cumpapy's assent to b® 

' obUiued by endorsement on the policy 
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0. Ihe iiolicy not lo ca\or (a) goods bold In trust or oa conimlssioD, (li) 
oliinti, glA68, j0\vola, maQuseni^lB etc., {c) doods, bonds, bills of 
exchange, money, (J) ozploshes or loss through cxjilosion, (o) loss 
through spontaneous hoattog, (i) loss tljiough oarllxiualco, oncroy, 
riot, etc. 

1 If tho property insuiod passes to wnothoi person the policy to coaso 
lo lo m (urco unless the <,oiDi>aQy oudorsos tho policy to tJio contrary. 

6. liiimodiate wtiUe^^ notsco of loss to be giycn to tho company and 

wrilteD particulars of claim to bo scot within Id days. 

0. If the claim ia fraudulent, all benefits to Lo forfeited. 

7. The coin]iauy has the right of leinstating tho property damaged or 

destroyed instead of paying fui the loss. 

tt. Iho company may entor the premises whole loss has occurred and 
may romain iu puasceeion or lotnova inoporty inaurod, 

9, The company to be liable only for a ruteable contribution if thuiu 
oxibts double insurance. 

10. Tho average clause will bo applicable, >f other insurance of the same 
lirnpeity is subject to avorago. 

U. .\ny dispute about the cUim to bo solUed by arbitration. 

12 It polioy bocouias roid, the prcmiuiiis paid to be forfeited, 

13 Tho company's printed receipt is the only valid 000. 

U The insured to assist the comimny in enforcing any claim the company 
may havo on other persons. 

lij, Non.comrdkuce with any warranty to bo a bar lo any claim under the 
\>oUcy. 

The Average Clause. Average is a word of ratbor uncertain history. 

It comes to us through tho Fiouch fioin the Latin hftbere, to bavo, and possibly, 
although not certainly its earliest moioiog was service rendered to a feudal loid 
in cartiiif,' bis wheat, l/ator it camo to moan a charge for cartago, them u 
eontribulion in propoition to n man's poshcssions towards tho value of thing's 
lo'-t during c.irnage From this stage the traniiition is easy to its present-day 
u-i.igo in insurance, wheio it is employed in three different senses, in addition to 
tho ordinary signification of a mean of value or quantity, 

The first and most familiar use ia in tho phrase "the law of avorago". 
Insurance is often said to bo founded on tho Uw of avoiage . actually it is based 
noithoi OQ a lav? nor on average, but on the theory of prohahilit'es. which shows 
bow tlic cliancos of the occurrence, or roctirrenco, of foituitoua happenings may 
ho calculated. Tho word average is, tboioforo, mieapplied. 

Tho Bocond uso is in marino insurance, where average has come to moan 
both damugo dono by perils of the sea and a coctubution to a loss or cbaigo 
iiicuiiod (to quote tbo Stardaid definition of "gonotal avorago’’) "for tho purpose 

of piosorving the property imperilled in the common adventure." 

47 
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Tho thin] me of tbe word ii m the "conditions of avorago," which are 
found at times in fire, burglary, and some other policies, and it is with this 
aspect of the subject that wo are concomed hero. 

When 0re insurance became ayatematizod m the late ecvenloenth and early 
oiglitccnth centuries, it was soon found necessary to jircvont the owner of two 
or throe separate buildings or other lots of property from insuring them for a 
sum sufficient to co%or one only, Imsling to the probabbty that not more than 
one ^\ouId bo burnt at any one time. A clause was then devised, providing that 
in tho event of underinsurance the policy-holder should Lear a projiortionate 
part ol tho loss. This clause was called the average clause. 

The average clausa now most commonly used (sometimes known as tbe 
pro rata condition) runs as follows — 

Condition of Aterage. Whenever a sum insured is declared io be subject 
to Average, if tho property covered thereby shall at the breaking out of any fire 
or at the commencement of any destruction of or damage to such proi»erty by 
any other ficril hereby insured against be coUectHely of greater value than such 
sum insured, then the insnred sbali bo considered as being bis own insurer for 
the difforenco and shall bear a rateable share of tl)o loss accordingly. 

This 16 the true average and Us operation is simido, If a poreon owns 
properly worth Es. 10,000 and bo insures it for Bs. 7,500, and if ;t Is damaged 
by tbe contingency insured against to the extent of Bs. ^,000, tbe Eotllomcct 
under a policy Loiring tbe average clause will be as follows— 

Company pays 7,50O/lO,OOOlhB (or J) of Bs, i.OOO-Bs. 3,000 
Insured pays 2.500/l0,000lh8 (or I) „ “Rs. 1,000 

If the avorago clause had not bcou id tbo policy, tiio contpany would bare 
had to pay tbe whole loss. 

/mporfflfwji of Average- No insurance is.subjoct to average unless it is 
BO declared in tho jjolicy, with ono oxcoiilion. If property is insured in xuoio 
than ono office and any one of tho policies is Subject to avoroge, then averogo is 
“jinportod" from it to all tho other i*olicio3 and they arc intcrjirotcd as if they 
had borne tbo avorego clause in the first instance. 

Exceptions in Fire Insurance. A fire insurance policy docs not cover 
damage cansod by fires arising in any way nor docs it cover projicrty tf every 
dctcn'iilion. The excluded causes of fire and the excluded eJortes of jirciorly 
aro set out in the policy, and are Icchnically known as the 'oxcojitions'. 

Tbo risks which an ordinary fire insurance i>olicy toTers are loss or dimago 
caused by (a) fire, (L) lightning, (c) explosion of boilers used for domestic 
purixjses, and (d) explosion of gas (olsowlierc than in gas works) used for 
domestic purposes. 

Tlio risks which are not covorod by an ordinary fire loh'cy are • — (*) 
explosion olhor than that of gas as montionod above, (b) fires caused through 
■jionlancous heating or formoutation of tbo property iesured, (t) files caused by 

"^Ibo jirojoily undorgoing a licaliog inoooss, and (d) fires caused by cailL< 2 aalo, 
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riot, civil commotion, onomy riction, military powoi oi vobollion. 

Tlio followin:- classes of jiroporty oro excludwl from the covoi given by an 
ordinary llro I'olicy unless tlioy aio specifically monlioned onJ insiirod ngaingt 
C.oodg bold in kiiist or on tomniission, monoy, socuritios. stamps, documontB, 
manuscripts, busiaoss baoUs, pallorng, models, mouM^ pUns, designs iind 
csi'Iosivas. 

Loss of Profits. policy of Bro insurance enables a manufacturor wliose 
works have boon doslioyod by fito to roconstruct bis Iniildings, install new 
macliinory. obt\in (\osb supplws ot raw matovial, awd start businass ag.iin with 
a f.ictoi-y us well oauiiiiiod as tl»at bnineil down In Him manner a sliopkeapor, 
IV waioliniiseaiati, or otiioi ti.ider rocovois undor his firo insuianco policy n Riim 
fiiifiiciont to put biiiisolf in as good a position after tbo firo as be occupied 
inwiodinti'ly lioforo it In olbov wonla. Ivo Iva* boon iodomnifiod against bis 
ni.itonat Inss, .assimiiiig, of comso, io every caso that his insumDco was for 
an iidcfiintu nniount and tlii.t ho has complied with tho conditious of tbo contract. 
During tbo pornvl of negotiation for the seUlumout of the loss and rolnstiitoniont 
of bis I'ronnsos, bfl\NO\or, Uo wvU ha\o become acutely aware that tbo matorl.il 
loss is not his nbolo loss, and that, unless his firo |volicy lias boon supploinoutod 
by n cf>nse<iuoDtial loss policy (somelimes called a “loss of jiroSts" policy) he is 
still soriously out of pocket. 

InletTuptlon of Output. For tbo sabo of convenienca tbo cseo of a 
niaBufjctuior may bo enusiderod. but in varying degree the conditions nro tlie 
sanio for a moicbivut or eliopkooper Tho amonot of tho loss may jiossibly to 
Bottled with tbo insuTnnto conjpany in tbe comso of a fevv days, but if tbo 
proinisos wero ostonsivo and tho fiie has dooo much damago, it will probably 
be several wools boforo bo can formulnto his full claim, and further timo 
must necessarily elapse boforo tbo itoms can bo chocked and agreed by the 
insuranco company's assossor, svhag© (if any) be vealirsd, and a sottlemont 
re.acliod. During all this time Diannfiictura will have been at a staodstill or if 
carried on in temporary proinisos, tho work done under such conditions that 
tbe output has Leon gTO.atly redneod ond cost of pioduction per unit increased. 
Oiilers, consequently, will have boon dolayod or have romained entiioly 
unfulfilled. Tbo next thing is that tbe manufacturer will hoar that his custo. 
mois, oiten without giving him a cbaoco of showing what he can do. arc going 
to bla competitors, and bo will know fall woU that it will bo difficult to get 
them all back again. Some will almost certainly not return. He will also find, 
as lo is not able to give omployniont and cannot afford to p.ay wages for nothing, 
that skilled bands grodually drift to rival firms. 

Standing Chaiges Those troublas, however, ate not all. Although he 
is not manufactuiing. some of his exi>enses will still run on. Among them 
are interest on debentures, mortgages, loans and bank overdrafts ; rent (a mo. 
times) ; certain tales anil taxes ; diToetors’ awl auditors’ fees, and many ox. 
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A*sJgnmenl of a Fire Policy. A fire imuninca policy cannot ba asstgno<l 
wHbout tbo consult oi tho insuror. becauso it is a personal contract. Therefore 
the beuefit o( insurance does oot pass to tho buyer with the sale oi propeity 
which is co\orocl by fire insurance But iwlicies goner.ally contain a pro^^sion 
with rog.inl to assignment. 

In India section 4y and 135 of the Transfer of Property Act are appli. 
cablu to the abslgnmont of (iia iwlicios. Section 40 defines the lights of tho 
transferoo of immocejble |iiO|>crty insuied against fire, whiJo section IfS states 
Uio possessed by the a'iS'gneo oI a the or marine policy. These setftions 
load as ftillonS : — 

5e£*fion iO Whole ioimoceiblo proi'orty is tiansforiod for considoration 
and &ucb provartv or any pirtlbft’rer.t w at tbo time of transfer insured against 
losa or daiiiBge by firo, tlio tiansforoo, m <ftto of such loss or damage, may in 
till! absence of a contract to the contrary, loquiia sny niouoy, which the 
transferor nctu'illy reco'ccs under lie iiolicy, or so much thereof as msy be 
necessiry to bo nppliod in reinstating the proi>erty. 

.ypefiofl foi). Ereiy assignee, by endorsement or other writing, of a 
lolicyof maviBC insurance or a iioliey of insurance against fire in whom the 
pioiierty in the subject insured shail be aUoiutely rosteil at the date of tlia 
Hssigument, shall have transferroil ami vested in him all rights of suits, as if the 
contract contained in the policy had been rooile with himsulf. 

Settlement of Claim ft is the duty of the insured to understand 
tbormighly tho terms of the pollc), otherwise bo may hod that he hdS lost the 
benefit of thfl insurance owing to bis not obsertiog the conditions of the contract. 
For instance it ia stipulated that whenever a loss by fire oceuis, Iromeduto 
notice shall be given to tbo insurance company, and foil particulars of tlie .claim 
lodged within n certain jieriod. Tbeioforo in the absence of propei notice no 
claim for cotnpansatiou can be made. 

Immediately after the fire, tbereforc, a written notice should be sent to 
tlio insurance company, and on the occurrunce of a fire it is also the diit) of 
the insured to adopt every available efToctivo means for its extinction. On receipt 
o( the notice the company will supply to the iasucod a ciaun foicn This should 
he caiefully filled in, gi\iiig full deUils of tho properly damaged or dostrojed 
and an estimate of loss. All claims are to bo supported by such vouchers, 
pioofs and explanations as may bo lequested by the insurer. 

In order that no bogus claim be paid the insurance company has the right 
to investigate thotoughly into the origin ot the fire, the condition ol the build- 
ing, tho value of the piopeily destroyed and all othei matters whidi can 
in liny way affect its liability. The actual loss sustained cau be asceitained 
only by careful ontjuiry. If tbo amount oi tho claim is “email, it will 
ii«iially be settled be tlie coinjMny itself llirough its lejMesentativo. But in 
c-vseof bigger claims expert valuers, aalled assessoia or surveyois are appointed for 
the A suiveyov aasesaet the volua of tho property damaged or 
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destroyed, iirrangos for t)j 0 flisposal of the salrago ?□ <l;o host possibJe manner 
{ind cloo3 Ins best to wUlo 11 j 0 claim amicably wftli tlie insured. If the parties 
cauDot agree as to the amount of tiio loss, rocourso may be bad to arbitratio;i 
or the insurer may agree to leinstato the proijorty. If the pioj^rty dastroyeil 
has been insured with two or moro companies, the company having the largest 
share of insurance will take up the settldment in hand for tlie other companies 

When tliere are moro than one fire in respect of the same insured properly, 
the company is not hound to pay in all more than the amount of the policy, 
unless after the loss Or damage by the first fire it is reinstated to the full 
amount by paying a fresh preminm. For example, if tlie total amount of the 
l)ol'cy is B.S. G.OOO and if Bs. 2,fi00 has been jvaul as damage on the fijst fire, 
then in the case of tlio total loss on the second fire Djo comijany will not pay 
more than Bs. 3,500 irrespectiro of the amount of lose. 

In case there exists more than one pol/cy on tijo same rist, urory company 
is liable to pay only its rateable propoitioo of the Joss or (laimge to the propoily 
iusuvud against file, wliothcr the insuranco has been elToctcd iiy tlie insuted or 
any other person. If any of the i>olicios is subject to average, then all the 
policies will be automatically subject to average. 

'Marine Insurance 

Tlie manifold rislts, to which goods are exposed during their transpoit 
Iiy land or sea, have brought into existence a system of transport insuranto 
which consits of marine insurance, raiftca^ in>iiirnnce. and poslat insurance. 
The hast two.aro not very largely used by bucineesmeo, except in the case of 
goods which are valuable or which are likely to be damaged in transit. 

But as far as carriage by sea Is conceiDed it is essential that a prudent 
.man should always insaie his goods. Goods sent by sea are subject to far 
more risks than those carried over land and according to the contract of 
carriage — Bill of Lading or Charter Party — the sbiponcer is not liable for aJf 
rfsts. A B/L or a C/P always coata/as a clause which fs called the “eseepled 
perils clause.” Tbis clause mentions the risks eucli as Acts of God, tbe Kiog'e 
enemies, arrest and restraint by rulers, princes and people, fire, ban-atrj' of the 
master or crew, gales, standing and other dangers of navigation, for which the 
shipowner is not responsible. Hence it is to provide against loss caused by any 
of these excepted perils that marine insurance is necessary. Briefly it may he 
said with regard (o insured goods that where the liability of the shipowner ends, 
that of tbe iusurance company begins, and tbe two never overlap. 

Marine insurance is sn arrangement by which one party agrees to com- 
poDsate the owner of a ship or cargo for complete or partial loss at sea. Among * 
the subject-matters of marine insur-nce arc tbe ship, cargo and fro’ght. The 
rates of premium vary for the different markets according to tijc risk involvec!. 

For instance some markets are sorvod by a first class lino of steamers, and 
this fact has an important bearing on tbe question of tbe premium, as the risk 
of the goods befog damaged or lost io such cases is not so great in comparifoo 
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liability of tbe underwriters will bo acconling to the amount subscribed by 
each. The iosuranco t^licy is then made out from tbe slip. It is signed by 
the underwriters concerned, and is handed by the broker to the insured on 
pajmont of the premium. Tb( broker gets hh vonimission front the under- 
icriterx. 

Kinds of Policies There aro scsoral kinds of marine insurance policies. 

A Voyage Policy is one taken onl fora jwrticular voyage, e- g i Bombay 
to Liverpool. The clauses in tbo i»olic 5 * define the //we at which the 

insurer’s li.ibllity begins and ends. This kind of policy is suitable Iot insurance 
on cargo and not on ship. 

A Time Policy Is one bj which insuranco is effected, not for a ^o>aga, 
but for a sjiecified iieriod which should not eiceed twelve months, 

A Mixed Policy is so called because it covers insurance from and to 
certain places for a siieuifiod jicriod, so that the i>oHcy is both a voyage jolicy 
and a time i>oUcy. ^ 

A Valued Policy is one in which tho value of the projwrty insured is 
osprossly declared. The insurance comiony undertakes to pay the stated omounl 
in case of total loss, or to accept it as the basis of assessment In tbe oront of a 
partial loss. In caso of the in!>uraDce of goods tbo agreed value usually includes 
cost of the goods, freight and shipping charges and & ^0 or maiiio Iot 
antici])atcd prolil. Ihis is the commonebt form of a marine insurance ]x>licy. 

Au Unvalued Policy is ouo which does not slate tbe value of the subiect. 
matter of insurance. Therefore in caso of loss or damage, tbe amount for 
which the insurer is liable would be found out by assessment, subject to tbe 
limit of the sum insuied. In this case, if H is tbe goods that aro insured, the 
value is to be taken at their cost plus shipping charges. This will not co\er the 
prospectho profit though in a valued policy tlio anticipated piofit can be 
included. 

A Floating Policy (also called ‘open policy*) is a form of unvalued -joHcy 
taken out for a louud sum and the sbipmeots made under the poh'-y '"^rious 
vessels aie declared afterwards as they occur. Such’ a jiolicj' is intended to 
co\er a scries of shipments between two or more i>orts, and is usua ly taken out 
by merchants h.i>iiig a more or less continuous flow of shipments between ccrt.i’n 
poita. Tlie advant.ige5 to bo derived are lh,al the nssurad obtains a. hirer 
premittm rate zjid ]& relieccJ of the trouble of faking out a neie instiranee 
policy for ectry fhipjncnt. 

* A Wager Policy is ono in which tho insured lias no insurable intrest. ^ 

Such a policy is of no Icgalcffcct, but an insurer who has agreoil to Lccomc a 

jiarty to it would not generally f.iil out of honour to meet his obligation under 
it, Ilro^idcd tho true nature of tbo tninsaction has been oxiilaincd to liini. Th° 
common name for a wagor jolicy is a V*. T*. I,' poticy (policy procf of iutonr*t 
or without further proof of interest than tho policy itselQ. 

The Policy. Tbo luarino insurance policy is a slanij'od doumcul tclln^S 
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(a) If it has boon autborisofl by tho iiollcy. 

(b) Whoro it is causcfl by circumstances beyond tlio control of the 
tnaator and his cmnloycos, c. g., llio ship being blown out of her 
course by violent gales. 

(c) Where necessary for complying with a warranty, express or impHal 
0 . g., putting into a jwrt for roinirs in order to make it soa-worthy. 

00 lor the safely of the ship or cargo 

(cJ To sa\o human life or to obtain medical Jtoliv 

(P If deviation is caused by the barratry of tho master or crow, if 
barratry bo one of tho ])orils inaurc<l against. 

Whoro deviation is allowed, tho insurance stands good and the insurer 
is not discharged from liability. 

(7) InfunfioN. This clauso states, in the case of a %alucd policy, tho 
value of tlio subioct.inattcr as agreed upon for insurance. In an unvalued policy 
no amount is mentioned hut the valuation is made at tho time tho claim arises. 

(8) Perils imured against. This clause describes in full all tho risks 
or iMjrils covered by tbo insurance in connection with which tho insurer under- 
takes to indemnify tho insured. The risks insured against are ' (a) rcrils of 
the sea, c. g., damage hy water, storms, collision, stranding , (b) Tiro , (e) 
Pirates, rovers ; (d) Thieves ; (c) Jettison ; (p Arrests, restraints and detentions 
of all kinds ; and (g) Barratry of tho master and crow. 

In tiroes of war if tho insurer decs not wont to undejtoko (ho risk of 
capture and seizure then a special clauso called "F. C. S.” (Free of Caituro and 
Boisurc) is inserted in tho policy which relievos tho insurer from llaldlity on 
account of this risk, 

(IJ) Sue and labour. By this clauso tho insurer gives to the insured llio 
necessary power to take all ncccssaiy slcjs to safeguard Ibo Eubject^mallcr 
insurocl. Tho insurer further agrees to pay to tho insured any reasonable 
expenses incurred hy him in averting or minimising a loss covered by the i>oIicy. 

(10) Waivei’. This clause i>rovidos that in case of accident, oilhcr 
tho insurer or tho insured may take such steps or Incur sucii expenses, ns arc 
contemplated under tho sue and labour clauso, in order to prevent loss tcithout 
prejudice to his right under tho policy. 

(11) Consideration. Tho insurer acknowledges receipt of the premium 
which ho has charged for tho risk. 

(12) 'Phe 'memorandum, Tbo N. B. attached to tbo foot of tbo Llojd's 
polTcy is known as tbo "memorandum", Thoro aro many commodities which 
are likely to bo dotorioratod much moro than others owing to tho cITocls of tbo 
jwrils insured against. Again thoro aro commodities of a jtorishablo nature 
in rosi>oct of which it is difTicult to mako tho insurer liable. Ucnco to escape 
from a crop of small claims, tho insurer makes use of this clauso which 
provides that (1) on certain perishable commodilios, such ss corn, flour, fruit, 
salt, fish, etc , tho insurer la not Ifahlo for ^partial loss at all ; and (2) in case 
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lo addition to the (orogo.ns, there are other .pedal dae.ea which are 
found m some iiolicies. The most imimrtant of thorn are :— 

l'-P.A.(Freeoj Particular Average;. Ifaig meanq Hint m 
. a not liable lor a p.it.al loa. ol the aobjeet.matler otbenLr 1 ■ 
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W.P.A f II', 11, Pnrlicln, n„r«g,;. Thi, mean, that the in.nrer i, 
liable tor a partial loss os wolt. 

A. A.R.f Asa:':!lAIIR,!k,J. Thie indicate, that the policy eovete all 
rigks against which it is necessary to Insure. 


F.A.A. ir,i, 0) Ail AoengoJ. Ibis means that the inaarer is not liable 
lor either general or particnkr aierage, hut be is liable lor total lose only. 

F. G. ,1 fforrign Cneral Aveng,). The general ayerage atateoants 
are prepared in accordance with the law ol the port ol destination or the law 
of the intermediate port, if the voyage be broken up. The insertion of this 
clause means that it is arranged between the insurer and the insured that i 
the event of a general average claim arising under the policy the average 
statement made in a foreign country according to the law of that country shall 
be taken as tb& basis of settlement. 


fi. £>. il.f'BHHHiHg Dow/* Clause) This clause means an arrangement 
between the parties to the insurance thatyil the vessel collides with any^othar 
ship and is found by a court of law to be the wrong doer, the underwriters 
will bear a part of the sum which the owners of the vessel are compelled to 
pay for damages. This clause applies to the insurance of ships. 

Cort/in»£it*o/* Clause. It is possible that a time policy coverino a ship 
may eipiie before she has reached the port of destination. It is, therefore 
sometimes provided by means of this clause lhat in such a case "she shall 
provided previous notice he given to the insurer, be held covered -xi a. pro rata 
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moatbly iiromitim to hor ix)rt ot dostinatioo. 

lie’ifisuraiice Clniise. Sometimes an m^iuror may undertake a risk 
much greater tlian what be considers safe to retain. Ho may reinsure with 
another insurer the whole or a part of the risk as he thinks necessary. A 
clause is then inserted in the {>oIicy explaining that it is re.insurcd subject to 
the Bamo clauscB and conditions as in the original policy. 

Warranties. A warranty is a promise on tlio part of the insured that a 
partitiular thing shall or shall not bo done in connection with the contract of 
insurance. The broach of a wnrr;\oty in marine insurance would make the 
contract void and discharge the insurer from liahilicy as from the date of broach. 
It may also bo pointed out that the broach of warranty in other contracts does 
not render them void but only gives right to claim damages from the party 
responsible fur the breach. Warranties found in a marine policy may l)e express 
or implied. 

An express warranty is one which is incorporated in the policy. The 
following are examples of express warranties !— 

Warranty to sail on or before a certain date. 

Warranty prohibiting navigation within certain limits. 

Warranty as to the neutrality of ship aud cargo. 

Two good examples of express warranties already mentioned are the 
F. C. S. clause and the memorandum. 

An implied warranty is not staled in the policy, but every iMliuy is 
doomed to contain the following throe implied warranties : — 

{\) Sea iCorlhin(88. A ship Is soa. worthy when she is In a fit condition 
as to repairs, equipment, crow, etc., to encounter the ordinary perils of the 
voyage. She must be in a state of sea. worthiness not only at the pottofsUrt 
but at every lubsoquont port which bIio touches and sUys ut. 

(2) Nou.doviution. 

(3) Legality of the venture. 

Assignment of the Policy. A marine insurance policy can bo assignail 
by the insured to any other person unless it contains terras prohibiting assign, 
mont. The assignment may bo made by on endorsement on the i«lity. A marine 
iwlicy is generally assigned by tlio insurotl to a i»erson to whom ho hos sold the 
goods or to the agent to whom the goods are shipped. The ossigneo is entitled 
to sue on the policy in his own name, and in cose of oss'gomenl notice to the 
insuior is not necessary. 

In India the assignment of marine insurance pol-cies is governed by section 
135 of the Transfer of Proiwrty Act. This section conUins the sima pnnis'on 
as stated above. 

Marine Losses 

Cnuia proxima. Aa insurer is not lublo for any l<*s caiisnl by the 
wilful misconduct of the insured; hut except whore othorwiRo agreed to ho is 
liable for any loss proximatoly caused by a itoril insured agiinst oven thoiipii 
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of sufficient information about tho details of tho casualtios, to ontitlo him to 
claim a total loss. In tho abscnco of a notice of ahanclonmont tho insured can 
claim only a partial loss. Wboro tho insurer has reinsured tho goods no notice 
of abandonment nood ho given hy him to tho reinsurer. But tho insurer is not 
bound to accept tho notice of abandonment, in winch case, tho insured shall havo 
to sue him in tho court. 

Tho amount of indemnity for total loss to bo paid by tho insurance 
comixany is arrived at according to whether tho jiolicy is valued or unvalued. 
In a valued policy it is tho insured ra/ne, < c , tlio^um named in tho policy ; 
while in an unvalued policy it is tho nnurablc value of tiio property lost, that 
is, tho prime cost plus expenses. 

Average. The word ‘avorogo* as applied to marine insurance does not 
denote tho s.anio thing as in arithmetic. In marine insurance it moans damage or 
loss sustained at sea. Average may bo j)arfi(tilar or geniral. 

Parlicnlar Aceroge. A particuUr average loss is a partial loss of tho 
subject-matter insured, caused by a i>onl insured against and not being a general 
average loss. Such losses include those which arise from unavoidable causes 
such as storms at sea, fire, or accident of any kind including collfsfon with other 
ships, running ashore, springing a leak, etc. Such losses are borne by the owners 
of the property or their insurers. In this connection the otToct of the Momoran. 
dum and the F. P. A. clauses must bo clearly understood. The former provides 
that the insurer Is not liable for partial loss in case of certain goods and is not 
liable for a iiarti'al loss below a certain percentage in case of others. While the 
F. P. A. clause altogether relieves the insurer of liability on account of partial 
loss. In such a case tho partial loss must bo borne by tho owner even tnougb 
tho goods are insured. 

Measure of Indemnity and Statement of Particular Average, The 
measure of loss is the diQercnco between tbo amount realized for the goods 
conoomed in their damaged condition, and the sum they would have rcalired 
had they arrived sound. In case of an unvalued iiolicy it is this amount that 
can bo reco^eIod from tbo insurance company subject to the. limit of tbo sum 
insured. But in case of a valued policy, the amount so arrived at will havo 
to bo adjusted on the basis of the amount insured. In addition tho insured 
can recover from the insurer any particolar exiionscs incurred in preserving tho 
thing insured and also extra charges necessary w£on goods arrive damaged, such 
aa survey feos, sale charges, etc. 

As soon as tbo goods are landed in a damagod condition from tho ship, 
they are surveyed by an export and disinterested surveyor who certifies as to 
their d.'un.igod condition and gives tho cause for it as far as it can bo ascer- 
gained. 

Particular Average on Ship, Tho underwriters' liability is to pay the 
cost of repairs (not exceeding the insured value) incurred by tho insured which 
must lii reasonable and the repairs being prudently effected. The insured value 
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bore has nothing to Jo with the settlement of claims. The msuted value simply 
Ects a limit beyoml which insurance company is not liable to pay. 

Pariictifar Areragt on Frttght. Freight is not capable of sustaining 
physical deterioration in the same way as ship or cargo. It cannot depreciate 
in ralue. So the piirticular axeragc on freight must be a partial loss o{ it. 
^hen the fre’ght is paid in adranco the shipowner has no risk to cover, but 
the shipi-er has. The uadeTwriters are liable for the actual loss of the frei-’ht 
sustained bj tbe insured For examples cargo of salt is shipped, the freight 
being jxiyable at the lort of destination and dunpg the voyage half of the salt 
dissohcs owing to a peril insured against One half of the freight is lost. The 
underwriters in this case would ha liable for one-haU of the amount of freinht 
insured subject to the terms of the policy. 

General Average- A general aierage is a loss ovused directly by a 
general aieraga act. and there is a general average act when any extraordinary 
sacrifice or expcnd’tura is voluntanl} and reasonably made or incurred in 
time of peril for the purpose of preserviDg the property imperilled in the 
common adventure. Whenever a general average loss occurs the party on 
whom it falls is entitled to a rateable contribution from tbe other parties in the 
adventure, and such a contribution is called general average contribution. 

Tbecssr«//ff/ fentures of a general average contribution are:— (I) The 
common adventure must be in danger. (2) There most be a necessity for 
sacrifice ; (3) The sacrifice must he voluntary, i. e. intentional on the part of 
tbe mac and cot sccidoctsl . (4) It must be reasonably and prudently made •, 
(5) It must be extraordinary in nature and must be made with the object oi 
securing the common safety of ship and cargo . (6) There must be preservation 
of tbe ship and some i>ortioD of the cargo . (?) The common danger must not 
arise through any default on tfao |>arl of the person whose interest has been 
sacrificed. 

The losses giving rise to a general average contribution are of two 
kinds: — (I) Sacrifice of property, e. g, jettison (throwing cargo overboard to 
lighten a ship), destroy ing any part of the "hip, damage to tha cargo by pouring 
water over it to put down a fire or tbe burning of cargo as fuel for the engines ; 
(2) Extraordinary expenditure properly incurred in time of peril for the pre- 
servation of common adventuro, 

Contribultng irileresis The interests lor whoso benefit a general 
average loss is incurred are the owners of the ship end cargo and the receiver 
of freight. Therefore these three Interests are required to male a general 
average contribution. The owner of the ship contributes to G/A on the value 
of the ship in the condition in which she arrives at the port of destinat'on. 
The leceivePof tbe freight contribvites OB the net amount of tbe freight saved 
by tbe sacrifice. The value of the cargo, as a contributor, is taken at what it 
would fetch if sold on arrival, after deducting all charges. Hence in dealing 
with general averages, tbe ’tontributing values for general average" determine 
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the proportion in which tho loss is divided, and they are not always tho same 
as the insured \aluos. Thus the insured valne of a cargo may bo 1^1,000 hut 
its marhet value at the port of destination may be £2,000 and it is the latter 
value on which the owner *o( the cargo will bo required to make a G/A 
contribution. 

Average Adjusliiieiil. When a ship arrives at a port, after the hap- 
l)oning of the general average loss, it is necessary for the master of the vessel 
to appoint professional experts known as average adjustors to prepare the 
average statement showing the amount of the G/A contribution due. The 
master of the vessel must justify any coureo of action he has taken by making 
a declaration called The declaration is tu be made before a Notary 
I’ublic and sots forth all the circumstances o( the caso as recorded in the ship’s 
log book. 

If tho G/A loss has arisen from a jicril insured against the ship-owner and 
tho merchants paying general average contributions are entitled to recover the 
amounts so paid from their insorers. 

Salvage is tho reward paid to a salvor for saving or helping to save 
property or property and life conjointly at sea. The word is also used to 
express the property saved. A salvor has a lion on the proi>erty be has saved as 
security for the reward of bis services. Ho cannot legally recover any amount by 
way of salvage, if his efforts do not result fu saving the property. 

Bolloiiiry. In early times when the facilities of commnnication wore not 
satisfactory, masters of ships were sometimes forced by circumstances to borrovr 
money on the socurlty of the ship or ship, freight and cargo. Such contracts 
were made by bottomry bonds. Tho chlof characteristics of a bottomry conhact 
arc (1) that the money is absolutely essential to prosecute the voyage, (2) that it 
cannot otherwise he mised except by a bottomry bond, and (3) that the amount 
borrowed is the minimum lequiied for repairing the ship and prosecuting the 
voyage. Tho master pledges his iwrsonal credit as well, and thus becomes 
personally liable. It differs from an ordinary money lending agvinst securities. 
There is the element of insurance, in as much as, if the ship is lost in tho way 
and does not reach its destination, there is no claim on the bottomry bond. But 
the loss must he a total loss. In case of a partial loss the money borrowed shall 
have to be repaid. If the master of a ship is compelled to borrow on bottomry 
bonds at Aden, Malta and Gibraltor on his way from Bombay to fjondon, 
tho last londor (of Gibraltar) shall have the Crst claim and the fiist lender 
(of .\doQ) shall have tho last claim for ropaymoat of tho rosifoctivo amounts. It 
is based on the principle of nocojsity. If tho last money lender would not have 
helped, tho ship could not reach her destination. 

Heepondentla. When money ia borrowed on tho security of cargo alone 
it is done by moans of a respowlentM bond. But the master roust not resort 
to such a measure so long as he can rafso money on tho security of tho ship and 
he must also try as far as pos'iiblo to take the assent of tho cargo ownorB to 
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jilo'Igd tliofr jiro]>orlj Tho c.iigo ouoor has to ho iniloniniCod by tlio ship 
owner, If his goods aru soiiod by tho money londur on & rcsjyomhnlm — hand. 
Now.ulays sxich conlr.ictB nro absotutoly out of pljco- 
Test Questions 

1 What IS Imutar.co Ibisciibo bi jolly tho diiroront kinds of insuiaoca 
toinin Illy ofToctod bj business housoR (Doinhaij D. Com 1930'). 

Du \uu liitjfur lifo assiiiancu to utboi forms of iniostuionts ? If so, 
^'hy ? Hurt wuuld jou soloet a hlo msuranco comjany il you wisliod to iesuro 

liCu ? (Agra li. Com. 1911). 

li. Cxpljin tho iiriDciptl typos of lifo assumneo policies ordinaiiiy issued, 
uail statu bi lufly tho ad^aDt<lgo^ and dtsadiantflgcs of o.ich. 

(Agra B. Com. 1940). 

■1. Explain the nituround chai-kctoiistics of msurabls iotorosC in rohtion 
to Ufa ftxsmivnvo. To \\\ut oxtoat. ii any, do you considor insurablo iateiost 
o\ial6 in tUo following c.\«« 

(a) \ creditor on tho lifo of Ins dobloi , 

(b) A Father un tho lifo of liis child : 

(c) .\n omiiloyoo oa tho life of bis employer . 

(d) S husband oa tho life of bis xvifo. {Agra B. Com. 1047). 

6. Stxto tho oseontiaU of a valid contract. Explain hovr and to what 

oztont a eoatmet of lifo assuraDCO eatisfios tho abovo essentials. In what ways 
can a contract of lifs assurance bo toilamated '( ( Agra Dt Conu 1947) 

0, Doicribe tho tyjios of aesuraoce that you \70uld suggest as most 
suitable to trout the lollowiog roquiromenU. stating bow tboy aro mot la each 
case ; — 

(o) To provide for the oducatioa of a child : 

(b) To protect dopendonts in tho event of an early death and meet 

the needs of the life assured in later years , 

(c) To make provisioo for payoiont of ostato diitios ; 

f(/J To toplaco capital which has to bo withdrawn from a buainosa in 
tho event of the death of a partner , 

(e) To jiiovido II capital sum at a siiecified date. 

’ (Agra B. Com. 1947). 

7. Write short notes on nomination on tho face of a policy ol lifo 
assucaacu , and (b) conditional and uaconditiaaal assignments. 

(Agra B. Com. 1948). 

8. How far car you judge the position of a life insurance company from 

tho magnitude of its life insoranco fund t If it is not a sufliciont criterion, 
what ineana are adojitcd for Ibo puiiiosa 7 (Agra M. Com. 1048). 

0. Enumerate tho various documents usually called in by a life office for 
establishing a claim by death of the lifo assured, and discuss tho importance 
of each of tlioso documents. . (Agra B. Com. 1948), 

4y 
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10. Explain tbo torm ‘OoDoral Insuranco.’ How do you account for tbo 
formation of a numbor of gonoral insuranco companios in India In rocont years ? 
Wbat diCToront risks should a prudont liusinossman cover hy insuranco ? 

(Agra B. Com. 1945^. 

11. Explain Iho princijial tyi)03 of Cro insuranco i)oltcics, and stalo Iho 

rolativo luorits of each of thorn. (Agra B, Com.^lOiS). 

12. \Vhat aro tho principal impliod warranties in Iho caso of a marina 

insuranco contract ? Explain thorn clo.arly. (Agra B. Com. 1917). 

13. Explain cloarly tho following extract taken from tbo Directors' 
llojiort of a loading Bombay cotton mill comj)any for tho year ended 3Ut 
Decombor, 1043 

'Tho Company's property including buildings, machinery, and slock 
has been insured for Bs. 1,26.00.330 and tho proOt and standing 
charges of tho Company have boon insurod for Rs. 55,00,000 to 
cover a maximum stoppogo of 24 months. Tho Company’s mill 
buildings, machinery, and Block have been insurod against war 'risk 
in accordance with tho Ordtnanco of tho Govornmont of India.’ 

(Agra B. Com 1945). 

1 1. Discuss tbo role of insuranco in utodorn Commorco. 

(liajpntana B. Com. 1949)> 
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PRODUCE EXCHANGES 

A cotnraocltty market may bo tlofmoil a j^ermaoent arnl orRaniseil jilace 
^bero porsoHS nieot (or tbo purjxKo of doing btisinoss in a commodity wiiicii may 
be a natural product of tiio soil sucli as wbeat, cotton, juto, linseod, ton, etc. ; a 
mining product siicinis gold, siircr, lead, copiior, etc. or a manufactured nrtielo 
such ns jiito fabrics, cotton textiles, sugar, etc. Tlio teim 'Produce Exchanpe', 
on the otiior lianJ, is tonfinod to a market for raw produce only, such as wheat, 
cotton, juto, linseed, griim, etc 

Only thosQ commodities which arc capable of being graded or othorwiso 
aecnratoly described and boing soW in largo qnantdies ate snited for snlo in av> 
organised toarltot. The o*eoQti.il clmractorislics of an organised market aro a 
large number of compoling buyom and sellers ; a large quantity of the commodity 
dealt In ; the organisation by wbi'cb oil persons interostod io the commodity can , 
quickly communicate with one another , tho collection and frequent publication 
of statistical and other information relating to the present and the probable 
future supply of commrxilties , the aclimi buyers nod sellers do not transact 
litisinosa In jioison but do it Ihiough brokors , and the demand and supply aio 
cODContratod. 

Ono oseential feature of an organised market is the quick d'ereoination 
o( commercial news. This has l>©on made possii>lo by tbo dovclopment of 
rapid means of communication such as telognpli, lolophone and wii-oloss. The 
piincipal radio stations ol tho woild broadcast commercial nows every day. 
r.vory organised commodity market has a stnndsid form ol conlinct specilyirg 
the grade, and the couditions for paymeot, for delivery and for the Bottlemont 
of disputoB by arbitration. It bsB 080 . 111 }' a futures dealing boiiso. by means 
of wbicb the purclnsos and sales of doaleis can be ollset and the sottlomcnt of 
contracts easily made 

Mandis or Wholesale Markets 

A mandi is a wholesale market held In-a lisod jnmkot place where business 
is tmisactod daily. In many of tbe old mindis tho shops are arranged on InDth 
aides of ft nxad, whereas niadoni mnndis liko those in tbo Canal Colonies of the 
Punjib and tlio Vi'ostoiu United ProvinocB are ittvaiiftbly built in the form of 
a Bqutnc f» ft quadianglo, oaeh side having a gateway. As tho produce ia 
handled in fairly largo quantities, ejiecialised functionaries such as woightnen, 
hrokois and commission ogents operate in those markets (or tbo performance of 
different services. Mandis servo as assembling points for the local produce and 
•also as centres of distribution. Mandis in India are either contralisod or 
(locentralisod. In a centralised mandi, '(tThaliyas' shops are all situated in a 
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p.-irticuhr localiiy, o.g., Moorut and Muxaffarnogar raandis. In Iho ca <!0 of a 
(3ocontraU<iod market, shops and godowns of arhatiijas Uo scattered in different 
parts of the town, and each of thorn serves as a market place. A typical example 
of this kind of market is the important potatoo market of Farrukbahad in 
the U. P. 

Mandis are usually owned by private persons, local bodies (such as 
muncipalitios, district boards, notified areas, etc,) or by Government. In Assam, 
Bengal and'Bihar the markets aro mostly privately owned , but in the United 
Provinces more than CO per cent, of the mandis are owned by municipal boards, 
about 25 per cent, by :!amiDd.ir6 and private individuals, and the remainder by 
Government, Gbamborfi of Commerce, Courts of Wards, etc. 

The area served by wholesale markets depends largely upon communication 
and transportation facilities, the nature of commodities handled. location of the 
market with respect to other markets and the natuie of market (that is, regulated 
or unregulated). If proper means of transporUtion are available, the commodity 
is durable, the market is favourably s-tuatod and properly regulated, it wn 
BorTO long distances. 

Tho various moans of communication in India aro roads, rati, inland 
waterways, sea, and postal, telegraph and lolopbono facilit.os Eoatl transport 
consists of hoad.loads, pack animals, carls and motor trucks. The method of 
wrrying loads on head is employed mostly in case of %ogotabIes and fruits and 
in hilly areas. . Sometime tho load is carried across a shoulder in a bahangi- 
P.vck animals are commonly employed in tracts having poor roads. By far the 
commonest means of transporting produce from villages to the mandis is the 
Imllock.cart. Motor trucks can operate only on pucca roads. Tho cost of 
conveyance depends upon the condition of road, distance, season, and the* 
possibility of obtaining a load on the return joupioy. Motor truck is choapor 
and quicker. ^ 

Tho chief sources of market inte/figcnco avaiiabfe ;n urb.m areas are 
Government publications, trade pa{>or8, private arrangements and radio. 
Generally speaking, traders keep thetnsohes well informod about the market 
conditions prevailing in different i^arts erf the country. 

The nature of commod/ties handled in different mandis sanies according 
to the loc. 1.1 surplus production on tho one hand and tho demand for commodities 
not' grown in the locality on the other. For instance, in tho mandis of tbs 
western U. P. surplus commodities such as wheat, sarsoD, gur, etc , form a Ini'S® 

pro2iDi-tion of the total produce handled. On tho other hanrl, rice, cotton .seed, 

mairo, etc , are imported from areas of surplus production. Arrivals of different 
commodities in a particular market fluctuate according to ilieir harvesting seasons. 
The movement of produce appreciably slackens during monsoons duototba 
bad condition of kachcha roads and also tho possibility of the j)roduco geltinS 
spoiled in transit. 

The question of tho storage of agricultural produce 'n the mandis. is tcT 
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mr.ou uro linmwi,! I,y tho t..Uoft,i,y j . 

=-’» t™''- 

:r:.,::' 

.Most ol 11,0 m., 0,1,3 ore not eul.joct to any st.tutoty control .o.l th 
.ua.,,03, „ c„„.lnct„l ccoorain^ to .„„t.t ..raoticos ...aMi.La b c.lt 

' rr,™? 

roguJutod marlvots ha\o I odd obtuWishod by Pioiincial • 

tl.o prockoors »,o .Iso ropioMoto,!. 'Iho varion, (o.son, 
aroarhati,.., .1.1.1,, ,„|l„u„,0lc. 1 l.o l.cl.cl,. and pncc. arh.iij,, „ 
import., It |,.,t ,a II, o assembly and ditlnbolion of |,ioJuc3, 'the dalal a,,,'... 
llio aib.tija In bnogiiie logotbor sellois nod buyoia and arranjins the sale of 
prodoco Tolas, p,.llo,hia, watoi me,,, momma, olc,. am also m.port.nt const, tnonls 
of tlio niindi * 

\mioil at tho mandi Iho |>fO(luco is t.«k<m to tho sLo)) of aa aiLitiya with 

wZ ‘.‘r 'T *" ‘"'“”8'' 

W bon tho price baa boon iotllo.l. ibo prcsiuce is weighed and bag, od by the 
nurhot functional 108 concornod and soot to tho buyer's godonn The bae'a 
of aalo ,ar,o» with dilToiont commodilioa. Wheat and other yrains. for o.a.npl!, 
may bo sold oither on clean baai. or sub, oil to larda (rofraction). Sa,„,,i,, J 
produce are an.ijao.l. and tho uualily la thou nod upon. Thoio la lad- of 
nn,lor,.,,ty,n dinning sample, nndin nn.lyaing them. Wolgl.t. .„d 
nre not lb. aanio throughout Ind,.; and thoi, .t.ndacdia.tion fa osaoutial for 
improied marl.etn,.. W.ighment .a douo eitho, by hand .o.l„, or by I.ano 
ing scales. ’’ “* 

Marhet chargea lot ,.d go nndo, a tarioty of name, ,n dilT.rout m .n,l„ ' |,„i 

nllonanco fu, l.arda ,8 n...J. b.fora laloul.ting the prioo of tho p„,|no. ,„|d 
. o.„o of tho chargea am nnwarr.nted and aie an nnjuat bunion on the lollor. 

Produce Exchanges 

A produce oxoh.ngo may ho regniclsd ns a aweialisod wholesale market 
ito,olodloaparticularcomino.l.tyor.gronp of commodities, whor. trading f, 
tonhiiod to memhora who may. howntor. tmnsaot bnsinoa, for non.mombeta also 
Cnsinoss is dono according to doOnilo ynlos and rognlationa laid down in the 
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bje.Isws of thesa instltutioas. Tba managemont is vested in a board of directors 
elected after fixed ijoriods by the members. Altliough the main fimctiou of 
produce exchanges is to provide facilities for trading in “futures’', some of tliem 
like the East India Cotton Association, Ltd., Bombay, regulate spot transactlcns 
also, while a few others like the Indian Pnrfuce Association, Calcutta, confine 
their activities to spot transactions onlj*. The prodnco exchanges are linked 
with world markets through a quick agency of market news service and are 
thus able to secure a certain amount of parity of prices, which is an important 
function ot an efficient and organised market. The produce ig not exposed for 
sale except in the case of spot transact! ns where small samples may be 
employed to indicate the quality of the produce traded in. Business in “futures” 
is done on tho basis of accepted grades. The turnover of the “fntures” transac. 
tions is usually very largo as compared with sjxjt business. All the contracts 
are, however, not liquidated by the actual delivery of goods ; the majority of 
thorn are settled by tho piyment of differences in tho prices. In making 
payments, instrumonts of credit such as huudis are freoly made use of The 
business Is usually done through brokors. The provision of facilities for 
arbitration in cose of disputes is an important feature of the produce exchanges. 

The majority of produce exchanges in India have been organised primarily 
for dealing in ‘'futures", although some of them control spot trading as well. 
''Futures" is an abbreviation of the original term “contracts for the future 
delivery of cotton" first used in the Uoite<l States of .-Smerica. In course of 
time, however, the word^bas become wider in application and now covers dealings 
in foturos contracts in various agricollural products and other commodities on 
organised exchanges run by associations of traders. 

'Futuros' contracts are a form of price insaranco as may ho illustrated by 
a simple example. Suppose the price of a particular commodity in the terminal 
market is Its. 100. If a merchant thinks that bo can profitably buy in upcountry 
and deliver at that price, be proccedsHo buy ip the up-country market and at 
the same time sells on the ‘futures’ market an equivalent quantity at that price. 
By tbs time the goods eventually aivive, the price may have risen or falleu. 
Suppose the price falls to Rs, 85. The merchant sells his goods at that price 
suffering a loss (os against his expectstioo) of Bs. 15 ; hut by liquidating his sale 
of an equivalent quantity on the 'futnrea' market be makes a profit of Rs. l-O. 
Thus he is covered against the fall In price. Conversely, in the same set of 
•circnmstancos, a matiufacturar having contracted to soil his finished pro<lucl 
whan raw material is costing Bs. 100 insures or protects himself against a rise 
I in his costs hy buying ‘futures' at that price. Should such a rise occur, ho is 
at liberty to sell out his ‘futures* contract and set tho profit so made against the 
loss on the actual purchase of raw material. 

The main feature in which a “fotoros" contract differs from a "spot” 
(or “ready’ } or “forward" contract is that whereas a spot contract is a contract 
for imraedUto delivery of goods and a forward contract for delivery of goods 
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al a future tlato. a futures contract (althoueb baring tbo slii'ulition like a forwartl 
contract for ilolircry of gc>o.1s on a future Oato) may also bo liquiclatoO— as is* 
oionJ usual — by i^aymont of difTorooco at any tiiuo duriDjj the cocojiany of 
tbo contract. 

Tbo groulb of 'futures trading in IncJi.i is n coini'.aratiaoly roeent de^o. 
K'VUiont brought about uuirely by tlio chan^f coitilitions arising from tho War 
of anil as a rosuti also of tbo incroisiog iinjorbinco of tho inlornal 

markot. \Jntil a fow yc»rs allor tho last %Yar. the groater jiro|X)rtion of tbo 
esjwrt trado in grains and otUooda and a consUorablo yart of tbo cotton and 
juto exjiott trade l>y in tbo hands of a fow largo iatornatioaai firms. Tbesa con. 
corns maint.iiDod rfuloarro-kd buying organisations uyeountry and established 
direct contact with tbo {’rcxlncots. Ijirgo quantities of tbs saleable surpluses 
of xarious commodities wore d’sposeil of to these firms for Kish to be imme. 
dutelj despatched to the j-orts and shipiyKl abuad. The ramifications of this 
system apt'oar (o bsro had somo cfTcct in stabiliziog or s( fe.ist in co-orditiatiog 
prices in the diUcrcat uiarkota. l>uiing tbo list or, tbo normal chacDolg of 
trade were disorginised and the pro\ading uncortaintict encouraged a wave of 
siHiculation which resulted in many difficulties, not tbo least of wbicli .wore (ha 
numerous luhires and defaults whuh look place. Sinie tlore were few 
markets in which organiscil ’futuTes trading cxistod with rules and tegulatioBS 
for tbo proiier conduct of business, legitimate traders were subjected to sovero 
strains and buodicaps. NShilo the ‘futures trading in cotton nod certain agri. 
cultural products hai.1 atre.idy been in existence at Uombay in some sort of 
organised form for a oumber of >e.>rs piior to IDH, tbe first serious attempt 
towards organisation in any uiHiountry market seems to bav-e come in 1920 
when the now defunct Sugar and Grain Merchants' .tssociation was formed at 
Amntsar in tho Punjib. Tbo lineal descendant of this body is the present 
Indian Uichange. Ltd., which fs one of tho luoie imv'oitant mstitulions of its 
kind in Imlin In Colcutlv, a small rule ‘futures' trading association bad 

been organised in 1912. but no juto was actually delirored and the market was 
used solely for giuibling. .bfter a somewhat chequered career it was finally 
closeil down h? the local authorities in 1936-27. Two Other jute 'futures' 
associations were formed in l93b but tbesa also wore suppressed in 19‘3S and 
1929 rest'ectivoJj. The East India Juto Association was established in 
Calcutta in 1927 and now controls tbo juta ‘futures market in India. Bombay 
has probably larger esporienco of ‘futures' trading than any other market in 
India, There wore, lor esaraple, several assouations of cotton trade interests 
in Bombay prior to 1914. two being conoomod direitly with tbo conduct of 
■futures’ trading. These were replaced by tho East India Cotton .tssociation 
constituted by statutory authority in 1923. 

.Although there ha\ a been no groat changes in tbo nuinler of ‘futures- 

lt»<liii...sod.lions.UlioI»il!,»rein«iUbbe.i«n«fa»ta Itoir .ctivitios look 
l.l.«>lhto»-houlNorll.oraIiiOi«M«oonl!>20ooai933. IWt main bosiooBs 
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lay in trading in wheat "futures" although provision for trading in othar 
* commodities such as gram, barley, rapesoed, etc., was also made in their rules and 
regulations , and a certain amount of business did tato place in those crops. By 
1934, however, many of those 'futures' associations had failed and more than 
half of their number was moribund owing to their financial instability and lack 
of experioncod management. Serious irregularities such as the non-obsorvanco 
or relaxation of tbo rules wore also rosiKJnsible for the unsatisfactory state of 
afTairs. 

These produce exchanges are usual^ organised as follows 1 — 
Constitution and management. The ‘futures' trading associations or 
produce exchanges fall into two main classes, viz . (a) non-profit-sharing and 
(b) jirofit-sharing and are registered under the Indian Companies Act. Almost 
all the non.profit-sharing associations are located at the ports. The East Indta 
Colton Association and the Marwari Chamber of Commerce, both of Bomba}’, 
and the Karachi Indian Merchants’ Association may be cited as typical instan. 
cos. The profit-sharing associations are found upcountry only. Tbo Indiw 
Exchange Ltd., Amritsar, is one of tho most outstanding examples of this class. 
It is significant that the non.profit.sbariog associations enjoy a greater degree 
of stability and influence than tho majority of tbo profit-sharing associations. 
The former also provide their members with vastly greater amenities than 
(hose afforded by the associations in the latter category. Tho managomeot 
of both classes of associations is vested in boards of directors or committees, 
tbo composition of which varies with the different institutions, 

' Methods of business. In most of tbe produce exchanges, business Is 
transacted at odd places in the market squaro or in tbo street. Only « fsrr 
exchanges possess trading halls or special premises for this purpose, those 
trading places being known as ’’pits" or "rings”. 

(a) Brokers. Brokers play a largo and important part in the 'futures' 
inarkots. As a general rule, these fuDctionarios are licensed by tho respecthe 
associations and are required to deposit some form of security — personal or 
cash. Tbo rules governing the appointment or recognition of brokers arc, 
however, observed with considerable laxity at many places. In important 
towns having telephonic facilities, many brokers Lave telephones on tboir 
premises so that they may keep in touch with tboir clients. Loss influential 
brokers keep moving about between Ujo pit and their clients’ bIioj s informing 
the laiior about iho lafoi-t rates and trends ami aocuring orders oceordingl}'- 
During business hours, Ihoro is always a largo number of brokers present in 
Ibo ‘'pit.” Tho brokers shout llicir bids and offers at tho top of tboir voices 

and use toims and gestures iKJcuIiar to (ho trade with tiio help of whi'chthoy 
are able to conduct a largo volume of business within a few minutes even 
amidst tho din and clamour in tho "pH.” • 

Cb) Registration of contracts. Tho system of rogistratioa followed by 
the majority of ujxmuntry oxchangos may bo briofly dcftrJLod as follows. , 
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Aftor a transaction has been ma«T^ tho brokors concoinoJ outer it in thoir 
rough ticta Looks Each cottitiod broker is usu%l}y issuctl a look ot rrinletl 
{orras by bis association. Those foima are gcnor.i5ly in tniilieato. From his 
rough note book tlio hiol.er makes tlio Ddcoss.ary entries in the iirintod forms 
which are subsonuontly couulorsigncd by (ho [lartioa concorneci. Thou tho 
seller s brokoi hatnlb o\ci one cojiy to the buyers broker, one to tho seller and 
retains tho third ior his o«n rocord. Similarly tho bujer’s broker gi\os one 
cojij to tho sollei a broker, ono copy to tho buyor nm! keeps tho third for himl 
self .\saiuIo the mombors of a ‘futures’ trading association are required 
to send to vho office of tho atsociaVioD. by a cortais spocifiod time (raryieg in the 
case of diUaront associations) each day, (oroia giving tho list of tboir tiansactions 
on tho provious day. These forms aio gecorally known as 'Tosition Forms" 
and are sent to tho office of tho oxebango along with tho broket’s slips. Both 
am carefully chocked in tho association's offico and, if found correct, tho 
transactions iiro confiimod and rogistorod. 

(<J Margin Money. Forovory contract rogistored with an oxchango a 
mcuibor is roquiiod to deposit acortain Bum of tnonoy according to tho riilos of 
the oxchango Thi-> dojiosH is known as tbo mirgio xnonoy and sorves as a 
eecunty against oily lossos to till) oxebingo on account of fluctuations in pricoa. 
TI10 amount of margin money demanded varies appreciably in different 
exchanges. Tho rules of tbo majority of the associations specify that margin 
money must bo deposited as tbo time of getting each Iransaction registered. 
Afterwards the position of each meiubor is carefully wateboJ and as soon as it is 
found that any memboi has loss than a safe margin with tbo cxchacgOi bo is 
called upon to deposit more money to bring it up to tho prosotibed level. 

f (0 Units of trading and months of delivery. Tho units of trading 
vary considerably in differool fflai ketb. 'Futures' contracts arc generally made 
IQ respect of coctain bpociftc months, e. g . December, March, May, etc., and are 
known by tbo name of tbo month. Months of delivery in which ’futuros’ 
contiacts aru traded vary widely oven in the same commodity in different 
market-’. 

(eJ Contract forms Futures traneactions are (uitber goveined by 
coitiin other terras and conditions Uid down m contract forms (in which each 
transaction bar to bo entoied) adopted by tho various e.vchangss. The most 
important of those relate to tho basis of refiactioii m Iho produco tondorable 
and the scales of Allowance in the ovout of refraction oxccoding tbo free tolerance 
limits. Tbo procedure of aihilration and cbaigcB IoyiaLIo by tho oxchango are 
also laid down. 

^.Zf. Trading on tho 'foluros' is generally confined to the members of an 
evchapgo Non-monjbers can, bowovoi, transact business through the membois 
ol tho evchango by [laying .a ceilain amount of commission in addition to the 
charges levied by the o.vchango from its membors. These outside mombors have 
- 50 4 ^ 
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also to deposit margin money with their commission agents. In this manner 
business by traders in a marhet, which has no facilities for ‘futures’ trading, may 
be conducted in distant marhels, having organised produce exchanges, through 
the medium of commission agents and other intermediaries. 

Produce Exchange Terms 

Ready Business- This ts purchase and sale of goods for ready or spot 
delivery. Beady business is also known as trading in actuals. The supply 
of goods for the ready business comes from the existing stocks or accumulations 
held by merchants and from fresh arrivals. Agricultural produce reaches 
the market throughout the year, sometimes ^particularly at the harvest time) 
in large quantities and sometimes in small. Tbe demand for ready goods arises 
from the trade stockists, millers, jobbers dealers, consumers and speculators. 

Forward Business. Contracts for forward delivery are either forieanl 
‘contracts' or 'futures contracts' S forward contract is one whereby the 
delivery of goods is to be made at a futuro date, while a futures contract is 
one in which there is a stipulation, Uko a forward contract, for the delivery of 
goods at a future date, but which may also bo liquidated, ns is more usual, by 
tbe payment of difTeronco at any time during its currency. 

Futures are available in alt important commodities and in all the principal 
markets. Futures are described by tbe name of tbe month in which delivery is 
due, and tbe months of.delivery are different for differeut commodities and in 
different markets. In some markets the delivery months are calendar months 
and in others Samvat months. Where two or more futures of the same com. 
modity are running at the same time in tbe same market, they are distinguished 
by the names of tbe delivery months or as near and distant positions according 
to tbe time of their delivery. * 

Speculation. Speculation takes place in futures ; it cannot exist in 
ready business. If a person buys or sells a commodity for forward dolnery 
and jnaansApJtakejir nf. ihn daxp ilaJjj jamb jsy iransaniion is a 

jouuino trade transaction. But if a person buys or sells a future not witli tbe 
object of taking or giving deliver}', but for the purpose of settling it before the 
due date in order to make a pro&t on tbe transaction, such a dealing is speculation. 

Tbe term 'Speculation' is commonly looked down upon by the general 
public Tfho regard it as pure gambling. But lhat is not quite true. Speculation 
is a science by which one attempts to make an intelligent forecast of the futaro 
course of prices of a certain commodity. The difference between siwcalation 
and gambliDg may be summed up in these words: ‘Speculation begins where 
foresight enters and gambling begins where foresight leaves," There is, cf 
course, an element of chance in both speculation and gambling, and speculation 
is looked Upon with contempt because it is risky, Tbe consequences of rash 
speculation are very often disastrous. When -there is too much speculation 
In any commodity, it is said to be hectic, tcild, frenzird or unbridled 
speculation. 
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Sl'oculation boyoiul ono’e moms and Ikiso*! on rumon\a and not on 
ailcfiuato knonlodgo is gaiitlfftttg. 

RlHJcnlatoi-8 may bo professjonals or nmateurB. A profossional speculator 
is cno wlio d 0 \otog his wliole Umo and attention to this business and wl.o 
f-tudies closely nil tbe a\n*laMo iotormation on tbe subject. An amateur 
speculator, on the other hand, K a i>eT6on \cho doc^ siocnlation as a side gob 
and who \ery often does pot iHKSess an^ information about the commodity 
in winch ho Bi)oculatos. He simply goos on baarsay. Amntour speculators, 
with rare cxcoptious, invari.ibly lose. Rjioculators are citLor bulls or boars. 

linUs. A siiacuhtoi T^hu bujjs foinard with the object of solliug again 
at a iMo6t bofoio tbe date of dolnoiy is known as a hill, a long or a bidl 
oi>eriifot'. Tbo phrase 'to go long niesns to act as bull, that is, to buy a future 
in the hoj-o that its price \sill >190 'TIu long ^iJe of the niorkel' is anotboi 
phrase commonly employed, which means purchases inailo hy hulls. 

Stale Bull. When the forecast of a hull goos wrong because the market 
{\lh m'ito\d of lising, and in spite nj liK! waiting (or a long I'criod the prices 
do not more in Ilia favoui, then ho ii called a stale bii.l, a lired bull or a 
ihenfpoiiiied bull. If be c.aunot wait .tny more, be will liavo to unload at a 
loss. 

Staunch Bull. Tie is a 8|<ocul.ttor who always nets as a bull, and nevei 
as a boar. 

Bull Support. Tlio word 'support' id market language means to buy, 
Hull support s'liiply menus jiurchases made by bulls. Bull nctivify is another 
jdiraso used in the same sense. 

Bull Factor. Any factor which is liUoly to raise the price of a comnvoility 
is known as a bul. or bullish factor. 

Bullish Outburst IIo.ivy purclmes mndo by bulls In a rising market are 
refonod to as bullish outburst. 

Bullish Sentiment. An idea nmoDgsl Bpoculntors that prices will go up 
in known as bullish sentiment. 

Bull Liquidation Sales made by bulls iu older to settle thoir prerious 
commitments are termed as bull liquidation or nplo.ading by bulls. To unload 
moms to sell, particularly when one has to sell at a loss. A person has a senso 
of relief when ha un'oads a heavy burden Irom his bead ; similarly a bull sailing 
hie purchaeos at a loss is said to unload them. 

Bull Account. When tbo speculative purchases of a cortain commodity 
exceed its speculative sales, there is said to bo a bull account or an overbought 

position in that commodity, or tbo technical positloB of that commodity is said 

to be bullish. 

Bull C,o.p.ien or Boll-RlnrlnE. wbeo a big bull aucouut or an 
overbonrht position orisls io nny commodity, and tbo bulls try to brme «l>oot 
on uttiSci.l riso iu its price by circulatioB i» «» »»'“ '* 

such tsetios on tbo part ol tbo boHa «retaoa>» .3 a bull eamivai.n, 
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Bears. A speculator who sells forward in the hope that before the date 
of delivery he will bo able to purchase at a lower rate and thus mate a profit 
on the difference is called a bear, a short or a bear operator. The phrase '^o go 
short' means to act as'a hear, that is, to sell a future in the hope that its 
I price will go down. ‘The short side of the market* moans sales made by tears. 

Bear Sale. A forward sale made by a bear who does not possess the 
goods at the tinio of selling but who hopos to buy them before the due date of 
delivery is called a bear sale or a blank sale or a short sale- In practice the 
quest'on of giving delivery does not arise, because, the boars usually get out of 
their commitments before the duo date of delivery by purchasing the futures 
which they sold and thus squaring thoir transact ons. 

Bear Covering. A hear sells a future in the expectation of a fall in its 
price, so that he may purchase it again before the date of delivery in order to 
fulfil bis /)romise. If his calculations go wrong, and the price begins to rise 
instead of falling, ha will be comi«lled to start buying. Such a purchase made 
by a bear is known as 'bear covering', the general effect of which is a rise in 
iw’ces. 

Bear Factor. Any factor which is likely to bring prices down is called a 
hear or bearish factor. 

Bear Sentiment. An idea amongst sireculators that prices will go down 
is known as a bearish sentiment. 

Bear Account, ^'ben the speculative sales of a certain commodity 
exceed its speculative purchases, there is said to be a bear account or an oversold 
position in that commodity, or tbo technical position of that commodity is said 
to be bearish. A bear account is called 'open' or 'uncovered' when hear' 
speculators have 'sold what they do not possess and what they have cot yet 
acquired by purchase. An open bear account suggests that bear covering will 
follow leading to a rise ii^prices. 

Bear Raid. When there is a bear account in any commodity and the 
boars attempt to dejjress its price by spreadiug in the market Learisb cons aLout 
it, such an action on the part of bears is calletl 'bear raid' or ‘hear tactics'. 

Bear Squeeze Sometimes the heavy sales of a certain commodity made 
by heirs pass into the hands of persons ulio know that there is a Lear account 
in that commodity. Tho latter, therefore, secure as much supply as they can, 
and then demand a very high price before the Eettlcment period.- Tho bears 
under such circumstances are forced to cover themsehes at whatever iirico 
they can. otherwise they cannot give delivery on the date. 'Whenever tho tears 
are landed in such a difficult position, there is said to Lo a ‘bear squeeze’ or 
s'mply a ‘squeeze ' f 

Tenders. Tho quantity of a certain commodity offered to be deliiercJ 
by tbo bears on account of their forward sales is known as and the 
goods wbiah are available in a tnsrket for the puri)oje of l>cing delivered in 
rc3i»ct of forward contracts aro called Uenderable stock'* 
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\clc — Bulls atul hoaifi aro specalators . they arc also cnlioil marUet 
Oj'orjtors. A sort of a tug-of-war (known as a speculahte bout) goes on 
hotwoon bulls and bens In a rising market tlio bulls b.i\o tlio ujipur band , 
but wlioQ prices begin to (all the market is soi/ad b> the bears. 'I he majority 
of profussional sj ccul.itors aro boars, while ainatcurs, bemg lirgely ojitimists. 
usually act as bulls Botli bulls and Loirs uso tboir own tactics in order to 
bring round tho market in their fasour 

Options. An option IS ft light to buy or soil certain goods within a fixed 
trnio at ii pricQ rotllad ut Ibe lime the option is gixen. '1 lie gii or or seller of 
an option (called option dealer) recoixos from the iiurchasor of tho option a 
fixed amount by way of |>iei»iuui (known as option money). If tho price 
fluctuates in such a w.iy as to mike it profitabio (oi the option holder to 
exercise it he will do so . if not. bo will siroplj loso tlio money he jiaid for tlie 
fij'tiun Ihu uielliod of sjicculating bj means of puiehisicg an option limits 
the ainuunl ol l^ss to tho .imount jiaid ns option money 

Tliora ate two kinds of single option- tho call option and the jmt option. Tho 
‘call option' giies thu right to buy oi not, at tho choice of the option holder, at 
an agreed futuro date a cortaio commodity at an agreod price, which is known ns 
iJio 'strlkinB prwt’ fbe 'put option' gives tho tight to sell or not. at the choico 
of the option holder, at an agreed futuro date a cci Uto commoility at at agreed prito. 

Here is also tho double opt-oo (‘put and call option’), which gives the 
nglit either to buy or to sell, at tbo choice ol the opliou-holdoi, a certain coo- 
inudily at an agreed future date and at ao agreed price 

In Indian market language option doahngs aro known as ‘Teji Mandl 
transactions.' ‘Taji option is the oquiralent of call option, and to buy a Tejl 
option is known as 'Teji lagana.’ ‘Mandi option’ is the same thing as a put 
option, and to boy u mandi option is 'Mandi lagans'- The double option is 
known as 'Najrana option', and lo purchase a oajrana option is called ‘Najrana 
lagana' The parson who buys an option is called 'Teji, Mandi or Najrana 
laganewaU’ , wliile the option dealer la known us ‘Teji, Mandi or Najrana 
khanewala'. 

The price of an option, i e , loji. JIandi or Najrana rates, depends mainly 
upon market lluetuations, and ate quoted daily along with the prices of futures. 

For amateur speculators tbo system of options IS very useful, because by means 

of options they can limit their losses. 

Take an example. Suppose on I9th April 1941 the rate of Jeth wheat 
futuro is Rs 3-2-C, tbo rate of Jeth teji option Re 0-1-3, the rate of Jeth mandi 
option Be. 0 1*4J, and the rate of Jeth najrana Re 0-2.C jier maund. If a 

poison purchases on that dale lOO inannds of Jeth wheat at Re 3-2.6, he may 

make a good profit or sustain a heavy loss on this deal. If the j-rice gees up to 
Rs 3 8 0 by the end of Jeth he makes » profit of Be 0 5 G per maund , but if 
the rale ol Jeth wheat drops dowp to Rs 5 I-I 3 -O he will incur a Joss gj 
Re. 0 G-C per maund. 



398 


BUSINESS ORGANIZATION 


If, however, he wishes to limit the amount of lo«s, he should not buy 100 
maunds of .Toth wheat future. Ha.6boold instead apply najrana of Re.- 0-2.6 
per maund on 100 maunds by paying Bs. 15-10-0. If ha applies najrana, it 
means that by paying the sum ho has secured the right either to purchase or 
to sell lOO maunds of wheat at Hs. 3.2-6 up to the end of Jetb, the actual date 
for the settlement of option dealings being Jeth Sudi 9 which is known as the 
declaration date. Whatever may bo the fluctuations in the Jeth wheat rates, 
bis maximum loss is limited to what ho has paid^y way of najrana ; and of 
course, the greater the fluctuation either way, the greater will be the amount 
of his profit. If the price of Jeth future remains absolutely unchanged at 
Rs. 3.2-G fron> the date of his purchasing the najrana option up to the najrana 
declaration day {that is. Jeth Sudi 9) — and this is highly improbable — then he 
would lose Bs. 15-10 0 altogother- 

Prolected Bear and Bull. If the buyer of teji option on any sharp rise 
in tiie market sells forwani for the samo month as that for which ho has applied 
teji, be becomes wbat may bo called .a ‘protected bear*. Should the market 
fall back, he can repurchase for the same option month, and thus make a profit 
while retaining his option. The holder of a m.andi option can also'* employ the 
B fiTTift device in the reverse direction, that is to say, he can buy forward oo a 
fall and become a ‘protected bull* ; and jf the roarkef rises before b!s option 
expires he can sell for the same option month, secure a profit and still retain 
his option. This procedure is known as “Tejl ke pete bechna or mandi ke 
pete lena*. Skilful operators in actively dactuating markets deal against options 
in this ^manner several times during the ron of the option. Where the profits 
thus secured exceed the option money paid, the purchaser of the option has a 
profit and his option, so to say, for nothing. 

Gale Option, When a person secures an option to buy or sell a certain 
commodity at a price higher or lower than that ruling on the day on which 
the option is purchased, such an option is known as a ‘gale option*. For 
example, if tho price of Jeth wheat on a certain day is Rs. 3-2 6, and the rate 
of toji option for Jetb on that day is Be. 0-1-74 per maund, a person may" apply 
gale option at Rs. 3-6.0 jier maund instead of at the current rate of Rs. 3-2.6. ' 
for the rate of a gale option must be cheaper, say, perhaps only 0 pies per 
maund, because the risk undertaken by the option dealer is thereby conjiderablj 
reduced. Those speculators, who cannot afford to apply teji, mandi or najrana 
at the current commodity rates, purchase gale options. ~ 

Straddling, This is another protectira method of speculation on the 
difference in .prices of different {utares of a commodity in the same market or 
difference in prices of tho same future in different markets. Such a 
difference is also known as 'gnp’, 'spread', 'premitnn', 'disccuiit' or *sfl//fl*. 
For example, if tbe price of Jeth wheat futures in Haper is Es, 3-2-6 aUd that 
of May wheat future in Bombay is Rs. 4.4-6 on a certain day, there is a gap 
or diffcrenco of Re. 1-2-0 in the prices of the same future in two differoot 
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maikols. 1{ a si'OcuLloi has roason to Lolmo that this diffcrcnco oi Ea. 1-2.0 
is moro than usual (t.akiag tbo cost of trsDSpoitatioa into accouat) uad that ia 
likely to Lccoiro less in futuio, ho may soil in tho Bombay market and buy in 
Ilapur about tho sarno quantity of May or Joth wheat, in tho hope that tho 

will bocomo nai row nnd llioroby ho will bo ftblo to mako a profit on tho 
•lo.il. Tliis form of sjKiculalion is known as ‘straJdUng,' or softo kar»a , awl 
tho siHjLUI.itor who iloos it is calletl a 'slraJdlcr', 'straddle operator' or 
Sipreader.' 

If tho Bjiioad of Ee 1.2-U bolwocn Iho pricos in Bombay and flapur 
actually narrows down to (say) 12 annas, tlw stradillo oiwrator will mako n 
profit of C annas a iii.auud by soUling his businosa in both markets, i o , by buying 
in Bombay and by Eotling in Ilapur Tho eottloiiiont of straddlo trans-. 
actions IS called Vcvfrsrt/ o/ s/rmW/c' or Ionia'. If, on the other hand, 
tho diffoionco between Bombay and Ilainir widooa to (say) Ro. 1-4.0, tbe straii 
dioi will sufTor a loss of 2 annas |«r roaund. 

Hedging. Ilcdging is a km<l of insuiancc— phying for sifoty. It is an 
rperallon whoioby a huginoss man by buyiog oi soIliDg futures jirutocts him. 
eoU against a price moscmcot unfa\ourablo to his ordinary trading transactions. 

For oxamplo, u cotton mill conii>any which has contracted to supply 
clutb nt A coitain price c.tn either ce%or its future loquiiemonts by buying 
cotton futures or risk tho turn of tliu markot. In tho lattei caso ft will loso if 
tho prico nl vetton rises , but it can guatd against this contingency by speoulat. 
log for a rise, that is, by buyiog cotton futuroa at tho time it soils cloth for 
forward dolMory. 

A stockist of wheat might lose, if tho prico of his commodity full. If, 
hoviONor, ho boUa wheat futures ag.vinst bia ^sboa.t stocks, be will make .c profit 
in that way. .\t tho first iodicatiou of a falling pneu, somo rtockists would, ^ 
tboroforo, soil futuros, that is, they would ejioculato fui a fall. 

" Hedging differs from otbor forms ol siioculution in that its object is not to 
mako profit, bill lo insure ogatiisl loss. 

Switching OTer. Tho procoss of ti-insfoning from one jiositiou to another 
(c. g , from Jeth contract to Dhadon) is known as sui/c'i«»g over or suite 
kanin'. Thus, if a person who has boi^gbt or sold Joth wheat finds that the 
prices aio against him bofoio the date of Jeth sottlouTont but that they are 
likely to moro in his favour thoroaftor, bo may soltle his Jeth business and 
enter into Bhadon contract, that is lo say, ho may switch O'er from Joth to 
Bbadon. 

Cornering. Whore a nnmbor of bulls make a porsistont effort to socuie 
almost tho whole supply of a iwrticular commodity at a particulai place, it is 
known ns cornering tho commodity. 

Purchases. Tho demand lor ready and forwaid goods comos from both 
genuino traders and spoculatois. Bull buyiog, bull support, boar co'oring, 
shoil tc'encg. sicculati'o buying, straddle buying, profit-taking or proCW 
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roalisiDg iiurcbases, and stop.Ioss orders— all those aro purchases made by 
speculators. Trade support, trado inquiry, trade buying, trade calling, trade 
price fixing, mlir.fixing export inquirj’ aro terms employed to indicate trade 
demand. 

Sales, Sales aro also made by both tradd and spoculators. A hedge sale 
is one made by a trader. BjicculaliTO sale may bo made by either a bull 
or a boar, and spcculati\o sales may bo of soxoral kinds. A boar sale, a blank 
sale or a short sale is one made by a bear. A straddle sale may bo made by 
either a bull or a boar. Profit.taking or profit-roalisi'ng sales are made by bulls. 
Bull liquidation or long liquidation moans sales niado by bulls whether at a profit 
or at a loss. Stop.Ioss s.alos, distress s.ales, tired liquidation, unloading by bulls — 
those aro all sales, made by bulls at a loss. 

Settlement. When a bull soils what bo bought or when a boar buys 
what bo sold, be is said to scltlo. square or switch off his deal. 

Volume of Trading. The \olumo of business or trading done in a market 
on a particular day is expressed as brisk, modorato. restricted, limited, meagre, 
Binall, slow, stagnant, actno, on a small scale, oo a large scale, on a broad scale, 
little doing, notbing doing, not much doing, and so on. The market is said to be 
active, quiet, dull, uniotorestiog, featureless, colourless, evcntiul. UDOTOotful, list- 
less, stagnant, or neglected. < 

Prices Tnc prices, rate or value of. or the basis, for a commodity does 
not ramain the same , it fluctuates. Prico Onctuations may be narrow, within 
narrow limits, within a narrow range, wfdo or violent. Very often two prices 
are quoted for a commodity at the same time —one buyer’s and the other seller’s, 
e. g , Rs. 3-2-0 j buyer’s and Rs. 3-2.6 seller’s. The buyer’s price is called 
value because it is the true prico. 'Pcai price* or ‘Ceiling of the market', ore 
terms indicating the highest price touched . whereas 'rockbottom price' is the 
^lowest price. The phrase "With sellers over" when attached to a prico 
quotation means that the market is falling and that at that particular price, 
there are more sellers than buyers, e. g., "Rg. 3-2-6 sellers over" means that 
at this piice there are no buyers, or. in other words, this price is nominal, 
ijtmllarly the term "With buyers over" is employed when there are more 
buyers than sellers in A rising market. 

■When the opening and closing rates of a commodity for a day or for a 
week are compared, the rcsnlt is expressed by phrases like the following : On 
balance there is a gain ol 5 annas ; oacr the week the rate has moved up by 
B annas ; the not gain in the value is 5 annas, and so on. 

Reaction. The term 'reaction' when used in connocticn with prices 
moans a raovemont in the opposite direction. If the prico of a commodity rites, 
it cannot ••o on rising ; it must stop somawhero ; antj once the highest point is 
reaclietl it must react or fall. When it begins to fall there is said to bo a 
reaction. Similarly a reaction must come in a falling market. 

Factors affecting prices, -koything which is likely to affect tlio present 
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.m,.o,t, o„«,rt ood oto,», dolics, price control, r.ctrictico, on tapd, c„j 
.rporlc, trad, IcjicUlion etc.), (,,) P„l„lcal cit„ti„n p.riic„,ariy ,„ring the 

7ElSct oT'” r,"; ^ <f> »' “port, and caporl, ; 

<3> Effocl ct .ubarilntoa , W Bonl.moct created by remenr. and Bomotimea 

™by,yo.,Bb in Xndiat r. Pcae.n eaebanpe dnetnatione particniarirr.” 

Ac„„a o„d Jdyccriccs.- R.so, (all, decline, ,nmp, Betb.el, reeo.Bion, 
rally recovery, advance, fiain, le». up by. down by, „pt„,n, „pB,ri„j, bnlgo, 
landalido, spurt, dip, flam up. break in valcea, depression, .lump, relapse, drop, 
upaurgo, iinpro\om6at, sticLy. jumpy, reaction, otc. 

P.rbs .■ Eise, (all, decline, jump, recede, rally, recover, advance, gain, 
lose, mark up, mark down, soar, bardon, .boot up. shed, eag. ease, steady, firm 
up, weakeu, depress, slump, react, tslapss, drop, tumbls.down. look up, drift 
down. B]o\ 0 , irapro\e, etc. 

Biss or fall in priesa may bs marked, sudden, uneipecled, sbsrp, smart, 
preoipilou. or abrupt. Pbraes. like slight improvement, partisl recovery mild 
rally, etc , are also commonly employed to eipross prico lluctuations 

Price uUhg and price jtoors ere tbe bighest and lowest prices filed (or 
certain commoditias by GoTeroment. 

M.rket Tone. The term 'tone- moan, tbe present tendency ot prices. 

The words trend, mood, temper, sentiment, atmospbore and behaviour are also 
used in the eame sense. The term -undortono- or undercurrent' implies the 
future tendency of prices. 

The tone o( the market nr.y be quiet, dull, „ni„, cresting, eaey, weak, 
bear, eh, steady at the decline, barely steady, eteady^^fnlly steady, firm, strong, 
bulliab, healthy, confident, cbeorlnl, buoyant, erratic, hesitant, iiiegular! 
indilferont, nervoua, depressed, reactionary, optimistic or possimistio 

Market Reports. The commodity and other market reports are a regular 
feature ‘of tbe principal English, Hindi, and Urdu newspapers of the country. 

The English newspapers give more detailed and reliable commercial nows 
because they collect it either through their own special correspondents in the' 
principal trade centres of India or through reliable news agencies such as A. r I 
(The Associated Press of India) or Beuter'a. 

Tbe market reports published in the newspapers are daily, rveokly and 
annual. A daily market report has necessarily to lo brief. It usually ghe? 

SI 
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the opening, highest and lowest rates of the day together with the closing rale 
of the previous day. .It also indicates the tone of the market and a very brief 
reason for it. It is generally sent ont in the afternoon. A weekly report 
reriewg in detail the market conditions during the week and states the openiDg, 
closing, highest and lowest rates for the week together with a description of 
the factors responsible for the floctuations during the week, and, in some cases 
also a very brief idea of the tendency during the coming week. ^YeekIy 
reports are usually written on Saturday afternoons and appear in the Monday 
issues of the principal nowspainirs. An annual market report reviews a parti- 
cular market for the whole year, is generally long and has to be drafted with 
special care. 

The English daily newspapers that regularly publish daily and weekly 
market reports are the Slatcstiinn, the Times oj India and the Hindiislan 
Times; while the English commercial weeklies such as the Comu/crcf, the 
Capital and the Indian Finance fomiah more detailed weekly market reviews. 
An extremely useful publication entitled "The Annual Market issued 

at the beginning of each year by Messrs. Premeband Roycliand A Sons, Ltd , 
Bombay, contains -excellent annual reviews of the principal markets of India. 
The annual market reviews also appear in the ei>ecial annual Dumbors of the 
Commerce, tho Capital and the Indian Finance issued at the beginning of each 
year. Amongst the Ilindi and Urdu newspapers that publish market reports 
are tho Urdu Daily TeJ of Delhi, the nindi // mk/ks/ou of Delhi, the Hindi 
Daily of Hapur. 

Test Questions 

1. What do you understand by siwculalfoD ? Discuss its relation with__ 
business. (Bombay Ji- Com. 19-14} 

3. Describe briefly the organisation and working of Ibo E.I.O.A. or any 
other produce exchange in India. (Ayra B. Com 1940) 

3. Explain the organisation and working of any mandi or market you arc 

familiar with. fAyra B- Com- 1947) 

4. Write an essay on "Produce Market." 
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acd iadustrics woald find it difRcuU to raise capital, for the investors would be 
afraid to invest their capital in industrial seenrities which cannot lie converted 
into cash wherever necessary. 

2. It enables investors to know the prices of their securities from day 
to day. This is achieved by means of its q uotation servico. The stock exebanga 
quotations of the prices of scrips ropresont the average combined judgment of a 
largo number of people, amongst whom are skilled financiers and expert business 
men. Because of the stock exchange, the oplniou of these experts is made 
available even to the ordinary investor. 

3. ^t directs the flow o f capital from unpr ofitable t o p rofitable industries. 
The stock exchange quotations of the value of securities enable the investors 
to know which industries are profitable and which are not. In the absence of 
this service, the capital resources of a country are likely to bo used less 
efficiently, 

4. It performs a vary useful service through its listing rogulatlons. 
When it admits to its Ifist.’ any security, it does not. of course guarantee the 
value of the earniug power of that security ; bat the fact that the exchange 
has admitted the security to its list carries a presumption' in favour of its 
soundness. This is because of the fact that the company applying for the listieg 
of its socurities has to answer questions and supply ioformatton regarding its 
orgaoisation etc. 

Stock exchanges all over the world are not very old institutious. They 
have come with the development of joint stock enterprise on the principle of 
limited liability. The London Stock Exchange was founded in the year 1773, _ 
The Native Share and Stock Brokers’ Association, Bombay (or the Bombay^ 
Stock Exchange, as it is popularly known) is the oldest stock exchange in 
India, having been founded in 1837. Ix)og before the advent of this organised 
security market, dealings in securities were carried on in Bombay, but such 
dy'a\iV'JMiib*j\^.nnW. Jllu* ^k'ibuvVcf .EwihAqpfl 

was established in 1903 under the name of Calcutta Stock Exchange Association, 
which was registered in 1923 as a corporate body with a legal entity of its 
own. The Madras Stock Exchange, which ranks third in imjiortaDCO after 
Bombay and Calcutta, came into existence only in 1937. In recent years stock 
exebauges have also been started at I>ahore. Cawnpore, Karachi, Almiedalid, 
Delhi, Hyderabad and a few other plicos ; but those are all in their infancy. 

Constitution of Indian Stock Exchanges ^ 

Although there are a number of stock exchanges in India now, yet tlie 
Bombay Stock Exchange, being the oldest, occupies a jiosition of supien.e 
importance. It is truly a national institution where securities ore dealt in by 
the people all over the country. The Calcutta and Madn.s Stock Exchanges 
S'e also rendoring-iadfspensabla service to tfco investing puLf'e, as they Fpo* 
ciallso in certain securities which do not find a market in Bombay. 2 be 
localisation of iudustries in diCTerent parts of India bos tended to segregate the 
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60'erai impoitant groujis of industnal socuritios io jurticular stock exchangos. 
For oxample. Bombay has becomo tho cliiof market for toxtilo 'iharos , Calcutta 
coQcoiitratus moio en jute, tea coal and miniDg ; Madras maiuly confinos itself 
to plantation industries. Abmodabad bos dealings inainly in local textile sliares ; 
Cawnporo doals piincipally in sug-ar eliaros ; whereas steel shares are dealt in on 
all exchanges, but tho bulk of the business is done at Bombay. 

All tho Indian stock exchanges aru constituted more or less on the same 
linos , and all of them except the Bombay Stock nxcbacgo are corporate bodies 
registered under the Indian Companies Act of 1913, with tho liability of memboi-s 
Iniiitod by flurcs or bj guarantee’ Iho Bombay Naliro Share anS Stock 
Brokers' Association is an unincorporated volunt-ry and non-profit body 
go\eiued b) a Dead of Association of 37 articles and b) the rules approxed and 
sanctioned by tho (■o\ornmeQt of Bombay. Other stock exchanges in India 
are governed by theii articles of association, 

Bach stock o'cbango consists of a numbei of memLers. On admissjon 
oacli nieinlor is chaiged an entrance fee winch is a substantial amount these days. 
^^onlbe^6hip cards fetch \ory high j-ricos. All Indian stock exchanges other 
than Bombay, are comjiaDies li.uiug simro capital diuded into a number of 
shares, the lioldiog uf at JeasC ooo of <0>icb n coudition nf luombersliip, An 
applicant foi luombeiship must bo rocouimondod by two members of tlie stock 
oxcliango and a candidate wliou elected is requirtxl to purchase one sLaie and 
jiay an entrance fee. The meiDborsbip of tbo various stock exchanges is open 
to adults only, but tbo mioiinum age prescribed tor a member by tho Bombay 
Stock Exchange is 21. 

The business on a stock exebaogo can be done only by its members or 
their authorised clerks. This is the prixtlege oi momborship. Mombors ai-e 
bound by the rules and regulations of their icspectivo exchanges. For bieach 
of rules they haxe to pay ponaUioe in tbo sbsjie of fine, suspension or expulsion 
FiXpulsion is. of course, a rare occurrence and lieppeos only in case of fraud 
or ciiminal oflence, or if a member le adjudicated an insohent oi becomea a 
lunatic 

On the Bombay Slock Exchange, besides its members, there are also 
persons known as 'Rrimsicrs'. wbo are ‘half commission’ men. They act as 
agents ioT the member brokeis to secure husinesa foe them and are remunerated 
out of the commission received from tbe businesa secured by them. Ihey aie 
piatUoaily subject to the same restrictions ae the members themsehes. They 
are also prohibited from canyiDg on any otboi business and aie requiied to 
deposit a substantial amount as security. In addition a ramisier is required to 
ji.iy an annual foe. Like a mombor broker ho is not allowed to advertise. A 
remieior cinnot make a bargain in bie own name or on belialf of his employer 
unless he is also employed as an authorised clerk. A remisier is therefore a kied 
of sub.broker. 

The nietnbere of a stock exchange ara permitloJ to employ a number of 
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{lutliorised clerks or assistfinls, but a prescribed annual fee Is payable for each 
clerk or assistant. Autliorised clerks and assistants can tninsact business on a 
stock exchange, liut they can do so only on behalf of their omployors. They 
cannot make any bargain in their own names. They simply act as agents of 
the members and transact business on the floor of the exchange on the basis 
of instructions given to them by thoir employers. 

The administration of a stock cxchanga is vested in a committee of 
management, which is termed differently at different exchanges. At tiie Bombay 
Stock Exchange It is called a Goveming Body, while at Madras a Council of Man. 
agemen^. The stiongth of the committee depends upon tho individual 
circumstances of each exchange Tho election of the committee is made eaih 
year out of tho members of the general body. The committee is tho executive 
authority of a stock exchange, being vested with the general powers of suporvi- 
sion and management. Tho day-to-day management of a stock exchange is 
carried on by a number of Bub.conimitlces apjwintcd by the committee of 
management. 

Stock exchanges aim at flafegu.ardmg tbo interests of /nrc.stora by rog»J.it'Dg 
hiokerago business and by maintaining a high standard of commercul morality 
among tho brokers. For this purpose duo precautions are taken in the 
admission of niombors. All possible care is osorcieod so that only persons of 
bighest reputation and hnanciai standing may bo admitted to membership. 
Besides, all defaults on the part of members are carefully examined and duly 
punished. The constitution of a stock exchange provides rules relating to a 
variety of subject such as scales of brokerage, kinds of bids and offers permitted, 
maturity of contracts and thoir completion, clearing of socuritio*, sottlomont and 
payment of transactions, transfer and registration of shares, etc. 

Just as a bankers' clearing house is necessary for tho banking business 
of a particular place, similarly a stock ^exchange clearing house is essential 
.{ft*- J.lipjJrttAlftmftnt jrinrnhftxp' J.« 2 UwarJ.innR JLn Jjului J.hp j>/udait’ Jif jilearhij! 
securities through the agency of a clearing house is of recent origin and was 
adopted in 1921 by tbe Bombay Stock Exchange. Stock exchange clearance 
involves both the clearing of securities and their payment ; and a clearing bouse 
in fact acts as the settling department of tbe stock exchange. Clearing is made 
possible through the set-off of purchases and sales wherever possible and through 
tho substitution of parties whore set-off is not possible. Delivery and payment 
are centralised by bringing together tbe actual buyers and sellers and eliminating 
a number of intermediaries. It thus simplifies sottloment by uso of tbe simple 
device of setting off contra traDsaettons, leaving only the net balance to be 
settled by actual payment. 

Tbo clearing bouse of tbo Bombay Stock Exchange is managed by tho 
Bank of India, Ltd. Certain approved banks are members of tbe clearing house, 
aud these banks in tho first instance submit statements regarding tho Luatness 
of thoir coDBtituonls and then give or receive dolivory. But such deliveries 
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otl T'^ymcnts through h\'Qt.s »lo not ionn a largo iiart ol tha total clcaricg at 
any Umo. Delivery anJ payment are also ©Sectol directly by the members 
tliemiclvos, though a smooth worLing of the clearing house is majle \>ossib!o 
through Iho co-oi'oratioa of an'rovcd banks. Every member of the Stock 
Eicbaogo has to mainUm a current account at the Bank of India to facilitate 
clearing. The clearing house docs not guatanteo the title, goDuineness or 
regularity of nny sccuritj or transfer ia«sing tbrou„b it It s'lDply facilitates 
the cloaring and payment of securities. Approved banks and investment trust 
coiDi>an’cs are also allowed to act for members and their constituents for giving 
and taking of delivery and for c<-ettng and making pajment to the clearing 
bouse. Everi' member is allorved to bare two clerks who are authorised to 
look after the clearing house routine and sign all papers. Every member is 
allotted a clearing house number wh'ch must aj pear on all forms used by the 
member in connection with clearing bocre operations 

Listing and Official Quotations 

Listing The corucnoditi'es bought apd sold on a stock ojclunge consist 
of government securities, dclcnturcs and bonds of public Lodios such as 
municiinl corixjral'ons. port trusts, etc and shares and dobeoturcs of limitetl 
comianios. No Jeslings in ibo abares and debentures of a company can, 
however, take place on a stock etebange unlo«s the necessary permission of the 
stock eacbaago committee has teen obtained beforehand by the promoters of the 
concern. The aharca and debentures of all companies e&isting in India are not 
dealt in on tbo stock eachanges, because man} of them bavo not obtained the 
necessary permission from the stock exebango authorities. The brokets to a 
now company have an imiortaot funcl-on to pcrlorm in applying on behalf of 
the company for permisaion to deal in its shvres on the stock exchange. The 
prospectus of a company usoally contains a statement that application vrill be 
made to such and such stock exchanges for pormission to deal in its shares and 
debentnres , and those responsible for the issue of the t'rcet«ctus must see that 
it complies with stock exchange requirements. Before a stock exchai:!ge allows 
its member: to deal in any new shares or debentures of a company, its committee 
must give permission to deal. To obtain this permission the sponsors for the 
security must supply, through a member of the stock exchange, the required 
information. 

Listing constitutes an inlegral part of the machinery of an organ’sed stock 
exchange. Dealings in corporate securities, by their ver>' nature, aie susceptible 
to fraud and nndesirable practices , benca the necessity for listing arises. 
Listing implies that the secnritlea, wbefl they have been admitted to dealings 
' n a stock exchange, would meet, to the satisfaction of stock exchange authorities, 
ertain prescribed standard of legaKty, security and workmanship. When a 
security is admitted to dealings, the soundness of the issuing company is in no 
way guaranteed, nor is tbo security recommended for any favourable considora. 

tioB. The investor»-bimgelI has to exercise hifl own discretion in eolecting a 
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lurticukr Ecrip. Tbo stock.oxchanga cannot bo oxpoctcd to act as a judge and 
adviso tho investors regarding tbo soundness or otherwise of a particular 
company. This would bo imposing a responsibility on tho stock oxchango 
committoo which it would be incapable of carrying out. Tho company law of 
n country and tho listing roquiromonts of a stock oxchango call for certain 
information which is to be published and will act as a basis for tbo discretion 
of investors. Tho work of tbo stock oxchango committoo is to soo that the 
provisions of tho company l.xw havo been complied with and tho investors arc 
given a reasonable opportunity of judging tbo merits of tbo concern. 

A stock cxchanga, boforo granting iwrmission to deal, requires tho 
obsorvanco of ti set of rules by llie company and calls for certain information 
with a view to protecting the investors. Tbo information suppbed by the 
company is examined impartially and jxsrmission is granted or refused. This 
permission naturally carries a prosumpUon in favour of tbo company's soundness 
and indicates that at tho time of HsUng it is legally organised and is solvent as 
a going concern. Tho listing does not provide any guarantee regarding the 
earning jKiwer of listed securities ; but tho privilcgo of listing docs create a 
favourable impression on the minds of investors who aro indirectly assured of 
tho soundness and legality of the company. 

.\t tho eamo time, listing provides shares and debentures tbo benefit of a 
continuous market where sales can bo effected without any waste cf time. It 
thus adds to tbo collateral value of tho security which can bo so easily hypo* 
Ihoeatod for a loan. Dasi'ocss in listed eccuri'tics is transacted undo^coitafo 
regulated principles, and both the bujors an<h sellers are thus afforded a 
cortiin degree of protection. Investors and dealers can also obtain the benefit 
of a regular and sj’Stomatic quotation service and are assured of tbo price 
of securities which can bo coarerted into cash at approxiuiatcly tbo prevail, 
ing rates. 

To compiulcs listing affonls a distioct advantage because listed secu. 
rities occupy a ccitain degree of prestige in tbo minds of tho puHic. Tlicir 
securities aro jiopularlsed and made public through tho agency of tbo quotation 
service of a stock exchange and find a placo in the daily quotation list of 
nowsjiaj'ors. 

The listing roquirements of London and Now York, Stock Exchanges aro 
xory rigid, but that is not tho case with Indian stock exchanges, because our^ 
compiny Jaw itself requires tbo publication of a good deal of vitsl information 
relating to tho affairs of comjkanics. A company, scoking tho privilege of 
admiss'on of its socurilies to dealings on a i^tock oxchango, must have boon 
registered under the Indian Comixmios Act. and its prospectus must bo published 
in some newspapers. It should andertakc to comply with certain prescribed 
conditions, o. g., it should agree not to close Us transfer books on Such dajs as 
may be inconvoniont to tho stock exchange, its art'cles of association must 
contain some particular pronsioss. it most supply ccitain information to the 



STOCK EXCHANGES 


409 


stock eich.ingOi ami so on. A stock exchango retains tho power to romovo any 
shares from its list, ii llio company has failed to comply ^7]th tho proscribed 
conditions. 

Quotntton list. An offickl quotation list is publishocl daily by all 
important stock exchanges. The official lists conUm tho various prices at which 
business has boon transacted and also a description o( lots in which business 
took jilaco at particular prices. An official quotation list is divided into several 
sections. Quotations aro taken from the boards displayed in tho various markets 
of a stock o.xchange 

STOCK EXCHANGE TERMS 

Securities. It is a common torm used for the commodities dealt in on a 
stock oichanfio and includes goxommont securities, (Jebonturcs and bonds of 
public bodies, and aliaroa and doboetturoe of companies. Promissory notes or 
bonds issued by tho Central Govornmont or Provincial Governments for monies 
borrowed from tho public are called governnicnl sectirilies or gill-ed£e securities 
(or merely gilts), as they are first-class securities which give the investor tho 
greatest possible degree of safety. 

Tho securities, which from the point of view of safety approach government 
Boeutitios, 0 . g., shares and bonds which cany a government gnarantoo as to 
principal and interest, may bo referred to as semt-gtli edge. Those securities, 
which from an investor's point of view may bo considered sound both as regards 
the ineouQ to bo derived from them and as regards the repayment of capital 
invested in them, are known as investment securities, which usnally include 
debentures and shares of banks, insurance and public utilities concerns. Trustee 
seciirtltes are those in which trust funds can bo legally invested, e. g , govern, 
mont securities and debentures of local authorities. 

Nominal Value The face value of a security is called its nominal value, 
but its actual market price is seldom the same as its nominal value. The 
market price of a security is governed by many factors such as the Income 
obtainable from the socurit) . the prevailing rale of intoiOEt, tho political situation 
existing at any particular time, safety of capital, the iiossibility of capital 
appreciation or depreciation, the volume of speculation m tho market, and so on. 

Market Price. This is the price of a security at which holders are 
willing to soli and the purchasers prepared to buy it. The factors affect-’ng tho 
prices of securities have been briefly referred to above. When tho price of a 
security is tho same as the nominal valno, it is said to bo at par : when it is 
lower than tho nominal value it is said to bo ot « discoiml i and when it 
oxcoeds the nominal value, it is said to be nr a breiinuin. 

Ready and Forward Business Doafing? on a stock oxchango aro of 
two kinds ; Ready and Forward. In the first case, the transaction is completed . 
at once or in a fow days ; while in tbe ether the delivery and payment aio both 
postponed to a future date. On all organised stock exchanges tho forward 
52 
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business done is settled on certain fixed dates known as settlement days. Tho 
forward business which goes under the name of vatda business is usually settled 
every month, and the settlement of forward business is effected through the 
agency of a clearing house. 

Scrip This is a common term employed on the stock exchange for any 
kind of security, such as government paper, debentures and shares. Tho term 
'tock is also used in the same sense. Sh.ares of companies are often called 
;0Hfi/ers. jsshcs or units. Shares of industrial companies as distinct from banks 
or insurance and public utility companies are known ag industrials. 

Equity Sharea (or merely 'Equities') »ro tho ordinary shares of companies. 
Those shares in which spcculativo business is usually carried on aro called 
ipoculativo counters. 

Budia or Carry-over. A speculator who has bought or sold a security 
for forward delivery may bo unable to pay for it or to deliver it cn the settle, 
ment day, and Iharoforo he may desire tbo completion of the transaction to bo 
posliwncd to tho next settlement. This is called ‘carry-over or 'Budia'. A rato 
paid by a bull to enable him to renew a bargain until a later feltlemeol is 
known aa co»i/<T«go . while a rato paid by a boar to enable him to renew a 
bargain unVil alafcor scttlomont is called hachvardatton. 

8. 1. or a. o. I. (small lots or small odd lots) are abbro\iat*ons often 
attached to price quotations and indicate that only a small business was 
transacted, and thoroforo tbo quotations ghen may not be taken as a fair 
indication ol the price movement. 

Buytng.tn and Selling.out. Buying tn is tbo proooes by which a bujer 
coioTces delivery of eecnritias when tbo ecller has fail©>i to dolivet them within 
tho stated time. SolHng.out is effected by tho seller whoa tho buyer refused to 
take doliv'cry of shares and fails to pay for them. 

Bearer and Reghlered Securities. Securitias, the jKJSscssion of which 
is in itself evidence of ownership, arc called bearer securities, and they can 
bo transferred by mere delivery. Secnrilics, the holders of which arc registered 
in tho books of the authority issuing Ihctn. arc called registered securities, and 
they can bo transferred only by means of a written instrument. 

Cum.Dividend and Ex-Dividend. These terms aro frequently attached 
to the price quotations of stock exebaoge securities. The term cum-divideod 
(cum.div. or simply c. d.) means that the price quoted includes the icfeiest 
accrued or the dividend anoouncod on the security. In the case of government 
securities or debentures, carrying a fixed rate of interest, usually p.ayable twice 
a year, the cura.ditddcnd quotation inclodcs tho net interest (i, c., gross interest 
less income-tax) accrued thereon from the date of last interest payment up to 
the date of quotation ; and in such cases, the price quotation is always a 
cum. dividend quotation whether tho abbroviation c d. is used or not unless 
started otherwise. In the case of company shams, boweror, a quotation will 
Lo cua.dividc^ only after a dividend thereon has l-ccn armouncod by tho 



412 


BUSINESS OKGANIZATION 


1. A company paid for 1945 a tUvidond of Hs. 10 per sbaro free oftas 
on its Rg. 100 fully. paid shares quoted at Es. 1G5 ox.dividcnd. The yield on 
those shares works out to G'0G% free of tax. That is to say, an investor who 
purchases ono sbaro will have to pay Ra. 1C5 on which ho may expect a 
dividend of Rs. iO if the last year’s rate of dividend is naaintainod. But if 
the future prospects of tho company sa^gest that the dividend for the current 
year may bo raised to Rs. 1 2 por sharo free of tax, then the yield will he 7’3% 
tax-free, 

2. A company paid for 1945 a dividend of 20% free of tax on its 
Rs. 10 fully.paid shares quoted at Rs. CO cum-dividond. Deducting tho 
accrued dividend of Rs. 2 from the cum-divideod quotation, tho ex dividend 
price comes to Rs. 63 per share, and yield thereon is 3 46®/# free of tax. 

3. A company paid for ^945 an Interim dividend of 8% and a final 
dividend of 2S% on its Rs. £0 fuJIy-pard shares quoted ot Rs. 31 2J cum. 
disidend. Hero the dividend included in the quotation is only the final 
dividend, namely, Rs. 14 per sbaro. Tlie ex-dividend price works out to 
Rs. 29S.6.0 and the expected annual di%idcnd on tho basis of the last year's 
dividend is Rs. 18 per share. Tlioroforo the yield comes to nearly G%. 

4. A company paid for 1945 an iotonm dividend of 22}% and a final 
dividend of 22}% on its Rs. 25 fully.paid shares quoted at Re. 214 ox.divIdcDd. 
The yield on these shares is 6'2C®/#. 

Somotimes tho market quotation of tho shares of a company includes not 
only tlio dividend declared thereon but also tho value of rights attached to them. 
Such a market quotation is known as tho cum.dividond cum. rights price. Tho 
rights referred to in the market qootatioo may ho either a right to tho now issue 
of shares at concessional rates or a right to tho free issue of bonus shares. In 
c-alculating tho yield on a share which is quoted cnm.dividend cum.rights, the 
value of tho dividend and tho value of tho rights iucludod in tho quotation must 
be ascortained and tho ox.dividcnd ox.rigbts price of tho sbaro worked out. Uow 
this should bo done is described in tho following illustration. 

A company has an issued and fuUy.paid share capital of Rs. 10,00,000 
in Rs. 100 shares. It increases Us 8h.iro capital by tho creation of 6,000 
new shares of Rs. 100 each, which aro to be offered to the existing share- 
holders at Rs, 205 each in the proportion cf ono now share for every two 
old shares held. The company has also declared a dividend of Rs. 16 per share 
for tho last year. The market quotation of the aharos after tho declaration of 
dividend and tho anoouDcetnent of rights is Rs. 265 per sharo cum.dividcnd 
cum.rights. The yield m this case will bo computed as follows : — 

Ba. • 

Cum-dividond cum.rights price ... ... ... 2C5 

Less the amount of dividend included thoroio ... ... 16 ‘ 

Therefore the ot.dividend CDm.rigbt& pried ik 
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Tlio cr.diviilend c\xn.rigbt>s prico of two slnrc* which must bo 
bought ill order to bo eotitlod to u now sbaro at concossion-il 


r^to win bo ... 500 

Add the amoi'Ut to bo jiaid to the comiiany for a new share ... 20 j 

Thorefore tlio os. dividend ex-rights price of throe shares 

becomo's ^ . . 705 

Or. the X. d x. r (iricu of a share is ... ... ... 235 


In other words, the \aluo of rights attichoJ to each share is Bs. 15. 
Now a diMiend of Bs 15 is ex)>octed on a capital ofBs. 235. Therefore 
the yield comes to G 4*^^ 

If in tlie aboio illustration the com|>aoy docs not issue (resit capital at 
concessional rates, but it issues one frco liontis share for every four shares 
held, then the vield will Ihi worVed out os under : — 

TL( ox-dmOend curo-rights price of four shares which must be pnrchised 
in onler to secure a (roe bonus share is Bs. 1,000. That is to say, b> investing 
Us. 1 ,000 u shareholder becomes outitlcd to a free bonus sharo. In other words, 
the e'l.d'videud ev.rights price of five shires is Bs. 1,000 or the os.dividend es. 
rights price of a sharo is Bs. 200 on which a dividend of Rs 15 m ly be expected. 
Ihereiuro the yield works out to 7 O^o- 

Take another illustntioD. .A coQ){iaoy‘B issued capita! consists of Bs. 10' 
full) .piid ordinary shares. It prepares half-yearly accounts audit has }ust 
declared u diviilond of Bs. 4 i>or share free oftix for the last halfyoar. It also 
docl ires a capiUI bonus by issuing one free Bs. 10 fully.paid proforenco share 
as a bonus sharo for every five ordinary shares bold. After the declaration 
the dividend and the capital boous. the inaTkot price of its ordinary shares is 
quoted at Bs. 02| cum.dividend cum-rights ; and it is also expected that the 
preference shares issued ns bonus shares will have a market quotation of Rs. 15 
eacli. In Such circumstances the yield will bo calculated as follows : — 

Bs. a. p. 

The cum-di^idend cum.iigbts price of an ordinary share 03 8 U 

f.rss tiie amount of dividend iucluded therein ... 4 0 0 

Therefore the X. d. c. r. price of an ordinary elmro is ... 83 8 0 

Now for every five oniinary shares hold ouo free preference sharo is 
received as a bonus share, and the expected market piice of this bonus share 
i^; to Le Bs. 15. Therefore Bs. 0 is the value of the bonus right attached to 
each oniinary share , and the ex-dividend ex.rights price of an ordinary share 
will be (Bs. 68-8.0 minus Bs. S) or Es. 85-8-0, on which a half-yearly dividend 
or Bs 4 or au annual dividorKl of Es. 8 is expected. , The yield will then come 
to 9 4%. 

Break-up Value of Shares. Sonmtimos it may be necessary to calculate 
titu broik.up value of the shares of a company. patticoUrly when their market 
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pnco is standing at a tiguro not warrantod hy tho financial position of tlo 
company. Tho broak-up value of a share meins tho amount obtained by 
dividing tlte not assets (I.e , total assets minus liabilities) by tho number of shares 
issued. The break-up value of the shares of a company may, tborefore, bo 
calculated as follows t — 

1. Find out the amount of not assets by deducting from total assets 
the amount of liabilities aftor allowing for fl probable loss or a possible profit 
OB tho balance sheet values. 

2. If there are shares of one class only, divide tho amount of not assets 
by the nember of shares issued, and the resniting figure will bo the amount of 
the break-up value of each share. 

3. If there are both ordinary and ptoforence shares, ascertain the rights 
attached to proferotico sbates in respect of dividend and repayment of capital. 
Where the preference shares have priority as to repayment of capital on a 
winding-up, they will be valued at par, and the balance of tho net assets will 
bo divided by tbo number of ordinary shares issued, which will give the 
broak.up value of each ordinary share. Where, however, tho prefaronco shares 
have no priority as to the return of capital on a winding-up, they rank 
jia^su with the ordinary shares ; and tho net assets of the company are deemed 
^0 be tbo combined piopctiy of the holders of both classes of sbaros. and will 
be eppottioned between tbem nccordlng to tbo amount of tbeir paid-up capital. 
The preference share. holders' portion of tbo not assets will then bo divided by 
the number of preference shares Issued and the ordinary shareholders’ portion 
by the number of ordinary shares issued, thus giving tho break-up valuo of each 
preference as well as ordinary share. 

This principle may bo illustrated by means of an ozamplo. Supposo the 
following is the balance sheet of a.company as on 31 st December 194& • — 



Es. 

Bs, 

2 000 6°lg Proferenco Shares of Total Assets 

14,00,000 

Es. 100 each fully-pa'd 

2.00,000 


40,000 Ordinary Shares 

of 


Es. 10 each fully.paid 

4,00,000 


Besarves 

4.00,000 


Liabilities 

S.OO.OfX) 


Profit & Loss Account 

1,00,000 



14,00,000 

14,00,000 


Tho net assets of this company amount to Us. 11,00,000. If tho preference 
shares have a priotity as to repayment of capital in the event of tho company's 
^ inOing up, then each prefdronco sbaro is worth Es. lOO, leaving Es D, 00,000 
^ ' the net assets for the ordinarj’ shares. Each ordinary share will then Lave 
break-up value of Es. 22^. If, howeanr tho preference shares rank jjari 
with the ordinary shares, the net assets of tho company amounting to 
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Rs. 11.00,000 will Lo upporlioDetl between tbo preference anJ ordiDjry eharo. 
holders in the ratio of their rcspectha capitals, namely, in the ratio of 1 and 2. 
The preJorenco shareholders' portion of the net assets will bo Es. 3,06,606.10.8 
and tbo ordinary shareholders, portion Bs. 7,33.333.5.'l. Es. 3,00,600.10.8 
di\idcd by 2.000 will pire the brcsfc.np valuo of oath proforcDCO share , and 
Rs. 7.33,333.0-4 di\iJod by 40.000 will gi>o the breik.tip value of each 
ordinary shvru. 

In making those calculations, any contingent assets not appearing on the 
balance sheet should also Lo taken into account. At the present time such 
tonliogcnt assets consist cii the i»o8t- war refunds of E.E.T paid and the interest 
payable by Govemment on tho E P.T. compulsory deposits. 

Tout. This term is used for a cans'assor who bring? business to a member 
of a stock esehaego. h'trictly spoaking touting is contrary to tho rules of an 
organised slock exchango , but in practioa it is common. 

Tip. Tho information of an e^oot oboot to take place, which is likely to 
affect tho price of sleek ozchango securities, is known as a tip. The person who 
gi%C3 away tij-a is knows as a titster. 

Short.SeUing and Cornering. Short-selliog is tho process of selliog a 
security whitb coo docs not possess in the ho{o of a fall in prices, when the 
Bdlo will bo co'orcd b} making a purchase. Tho terms boar and short are tho 
same. Short sollisg is iohcreolly speculative and csccssiro short. selliog may 
somolinios lead to corocring. A comer arises when more shares than are 
availablo for delivery on tbs day of settlomeot have been sold and the buyer 
holds tho sellers to ransoui What really happens when a. comer exists is that 
an individual or a group succeed in obtaining petsession of sll tbo shares of a 
certain company, and at tho same time they enter into contracts with short, 
sellers to buy the same aharcs , when tho timo comes for delivery the short 
sellers are unable to deliver tbs share? (as the shares are held by tbe individual, 
or the group) with the result that they liavo to buy tho shares from the very 
fersoDS at a priro dictated by them 

Strictly speaking, it is tbo controlling of shares with the sole ok;cct of 
intUtiag their prices that can bo called a comer, but the usual procedure followed 
in a corner is tho accumulation of floating supply of stock and tbo stimulation of 
a large short interest. When such a situation develops anyone short of Ihe 
security is at tbe mercy of tbe cornering persons who can charge as exorbitant 
a price as they like. 

Options Option dealing? or teji.tnandi transactions form an infr'eate 
and lochnieol method of siwculatioa. They havo already been explained in tbo 
previous chapter, along with certain other terms 

Transaction of Business 

Business on a stock exchange can bo conducted only through a broker who 
is a uiembor of tto stock exchange , therefore a person wishing lo do business 
on a stock market U roTuiced to touio in contact with a broker. Befoio opening 
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an account with a new client, stock brokers usually require a personal introduc. 
tion or a bank reforenco, so that they may know the standing and credit o{ 
their would-be clients. Tho businoss transacted on a stock exchange is ol two 
kinds - Ready deliver^’ business and Forwarf delivery business. 

Ready Delivery Business. A ready delivery contract is a contract for 
the purchase or sale of securities, for the petfonnanco of which no time is 
specified and which is to be iiorformed immediately or within a reasonable time, 
which is a question of fact in each particular case. For example, Regulation 
331 of the Bombay Stock Exchange provides that t— 

"A bargain for ready delivery shall bo for delivery and payment before 
3 p. m, on the business day next following tho bargain. If such day is 
Saturday, delivery and payment shall bo made on tho business day next 
following, provided that if tho partios expressly stipulate at tho time of the 
bargain, a bargain for ready delivery shall not be deemed invalid if delivery of 
and payment for the stock Is mado not later than seven days from the date ol 
tho contract." Thus a period of seven days is allowed for delivery and payment 
in case of bargains for money. At the Calcutta Stock Exchange tho buyer has 
to make arrangement for cash on the third day after the bargain and tbo practice 
of Madras Stock Exchange is tbo same as that of Bombay and seven days are 
allowed for delivery and payment. 

Tho brokers through whom ready delivery contracts are mado attend to 
the formalities necessary for the giving cod taking delivery of shares, such 
as tho completion of tho transfer deed and its registration in tho books of the 
company. « 

Forward Delivery Business. Forward delivery contracts or efsa^tn^s 
for ihe account, as they are commonly called, imply that the transactions will 
be taken up, paid for or differenced on the next settlement. Such transactions 
'are sometimes called time bargains because some period must elapse from 
the time they are made to tho day they are closed, and during this period the 
price of the security may materially alter in favour of or against the speculator. 

A forward delivery contract may, however, bo closed at any time before tbo 
settlement and the speculator is thus able to taka advantage of any variations 
in the price of tho security. A very large majority of the forward delivery 
bargains are purely of a speculative cbaracter. They are effected by persona 
who do not want to pay for and take delivery of securities they have contracted 
to purchaso, or who do not possess tbo stock they have contracted to soli. Such 
dealers anticipate that tlioy will be ab’o to sell or buy at a jiroCfc before tbo 
settlement day and make a profit in 'differences* of prices. 

Settlement of Forward Delivery Contracts. Forward donlings are 
settled periodically, o. g , once a month. Forward delivery bargains are mado 
not with tho intention of taking or giving delivery and making fiaymcnt but 
with tbe inteution of making a profit from the buying and selling o]>oratioDB 
during tbe course of tbo settlement period. Legally every contract for sale 
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coDnotos an intent to detiror the shares, bnf m practice it scIJom hippcns. The 
settlement of forward deli\ery bargains is made by the clcariDg house. On the 
setticment day either dolirery is laVen or the transaction is re\orsci] i o a 
purchase is rorcrsed by sale nail rice e*rs(i. the d-ffcroncc bs-n.^ cijitned or 
rocoiaod. or it is carried oaor. 

Buying.ia and Sellin^.out. K tlio seller in the ca^o of rcid\ doliTery 
contractb fails to doliicr the securities tho socuntios arc bou'’tit.m .a-iinst 
him , and if a Lujer roiuscs to taLo duli\or> of securities and pay for them 
the securiliea are Bold.out on bis account Similarlj, in caso of forward trans. 
actions if a member (ails to )\ty withm the time prescribed, tho securities are 
sold. out ; and il there is a default on the part of the seller, tho bnyor may buy.m 
tho securities, but if it is not possible to bu>-in tho securities, the matter can be 
rcf0rre<l to arbitration. 

ReTeriing of Transactions. -Vs a general rule, forward bargains are 
entered into with the object of taking adxantage of market flnctuations and to 
reieree them before the settlemeot. tberob) rccehing or paying tho difference 
Such differences are pud or recoirod on tbo basis of the prices prorailing in the 
market at the time of settling. 

Carry.orer or Gudla The carry-over or budh means tbo posti>onmont 
of the bargain to the neit eetticmoot. Tho budU is effected and tho budla 
brokerage is paid in order to postpoco paj'icoot or dcliiery from one settio. 
ment to another. This is in (act the continuance of purchases and sales 
without their closure. Carry-over is resorted to when the prices do not move 
according to the espectations of tho parties concerned. Gudla is effected by 
moans of two now bargains. A boll transaction is carried over by a sale for 
curroot settlement and rerurchase for the oeit. A hear transaction is made 
a budla b) a purchase foj the current sclllement and resale for tho next. The 
net result of tho budh is that the original bargain is completed for tho 
current settlement and a new transaction at new prices is o;’«ned up {or tho 
□ext settlement. 

The bull operator who has contracted to buy but who docs not hirurolf 
pay for tho securities purchased or who does not possess ready money to pay 
against the delivery of securities, may approach a budliwala for credit. There 
are a number of persons known as 'bnd'liwatas who conduct the business oi 
affording financial facilit-cs for carry-over. They lend money to tho bulls against 
tbo ploilgo of tlioir fccunties and charge a comparatively high rate of interest. 

AUernativoly, it nitvy be arrangoil that the seller will cot press for jay. 
ment agxinst tho dolivory of tbaros and in return may charge an interest 
from tho purebasor for acconmiovlaltng h'pi This in fact implios that ti'e bull 
oi>oritor hasborrowol money from the solfor and the sotllement id postponed 

in Lons'Jjrat'oa <'f an agreed amount of interest This piymant by the buyer 

to the seller is known as buJla charge or contango. 

63 
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Similarly if a boar has no Bocuritios to dolivor on tho scltlemcnt day, ho 
may lo roTuircd to borrow them with a view to dolivoring thorn to tho pur. 
chasor. This may ho avoitlod by arranging lo pay a corUin amount to tho bull 
who would ogroc to defor delivery of socurilics. This payment is known as 
budla charge or backwanlation. 

An illustrative transaction. The science of investment may ho summed 
up as tho art of safe and remunerative employment of money. Greed in the 
n\at(cr of interest may lead to grief in the matter of capital. A porson wishing 
lo invest his money in stock exchange securities must ask himself tho question 
wholbor ho wants to oat or to sloop, .i e., wliother ho wants to go in for spocu. 
lativo gocuritics or for sound ones. It is not difficult to say that a certain 
share is worth buying, but it is difficult to svy when Is tho time lo buy it. 
Advico should bo Bought from ono with oxpcrionco and knowledge and who 
is provided with those two r.aro qualities — common sonso and judemont. Tho 
groat difficulty is that tho public — that is to say. Investors generally — arc \ory 
much like the proverbial flock of sheep. When tilings look black nobody can 
bo persuaded lo see daylight anywhere. On tho other hand, when prices sro 
booming they see no limit to tho upward movement, Tho red light is dlsro 
gardod ; they become colour-blind from inclination. 

Lot us assume that Mr. Sbambhu Nath of Agra, a-bo has some Its. 5,000 
to invest in stock oxchaneo securities, has decided on tho advice of an export in 
Investment matters (o. g., a share broker or a bank) to purcharo ton fully-paid 
Ks. 100 shares of the Western India Match Co., TAd.. which aro quoted in tho 
market at Rs. 450. These shares are dealt in on the Bombay Stock Excliango, 
and therefore ho must take tho necessary stops to buy them in that market. Tho 
procedure that he should adopt for this purpose will bo as follows 

1. lie may write to l.ifl bank in Agra to purcharp those shares for him, 
or ho may authorise a local agent (if any) of some Bombay broker to purcliaso 
those shares for him. or ho may directly do.al with a Bombay broker who must 
bo a mombor of tho Bombay Stock Excliango. Tiio fust courae is mther 
expensive, because, boaidcs the brokorago. ho will have to ])ay tho bank com. 
mission. Banks do not oporalo on tho stock oxchaogo ; they havo to utilise the 
services of stock brokers who aro mombors of a stock exchango. Tho second course 
is rather risky. Tho local agent may not bo very rcliahlo and Mr. Sbambhu 
Nath may bo duped. Tho last method, is, thoreforo, tho best for him, but horo 
ho must take jolly good caro to soloct a roliablo broker. 

Under tho prosonl rules of our stock oxchangos, any moneyed m.an can 
purchase a card or a sbaro of a stock oxchange and become entitled to its 
momfjorship, no period of training or appronticoship being necessary. The 
stock exchango authorities do not insist on .any minimum qualification of 
momhfiife. The stock exchange lAisinosa is highly technical. To enter into 
such a business without any knowledge, oxporiooco or training is simply to 
court difiteter. Though every stock exchange in this country can bo-ast of a 
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gnocl handful of cnmimtcot, Ijonost and knowJodgealdc bmUors. yet most of tho 
hrokerR aro not aucli is nnj bo Eafol> employed b> liy clients J^t us assumo 
tint Shanibliu Natl) his foitunatoly soloctcd Messifl. Imind.ir il Co, a reliable 

firm of sliaro brokorR in Bombay who aro incmboi-a of the Bombay Stock 
Exchange. 

2. IIo will pl.ico a wiittoQ ordor with Imandar L Co for tho purchase 
of ton sbaro'^of Wostoio India Match Co, Btd, cither at a named prico (say, 
np to Rb 420) or at tho host obtiiriibla jiricc without placing any limit. If he 
forwards a bank draft for the nppioviinato cost (if shares, his order will bo at 
onco booked by llio brokers. But if he wants to pay aftor tho purehaso Is 
complotod and if he b^s not done any proaious business with Imandar 4 Co, 
the latter will require a bank ruforence before accepting his order, ^\o may 
asBuma for our purpose that a bank draft of Rs 4,500 is enclosed with the order, 

3. On receipt of this order with a sufficient remittance, the brokers will 
proceed to make tho purchase. First of all they will find out from thou orders 
rocGMcd book whether any ctieot of theirs has ordered tho sale of the same scrip 
without irofosing uny paiticular jirice. If there is one, they will effect tbo psr. 
chase and sale in tbuir own office without recourse to tho stock cxehango and 
Inform both the clients accordingly. Such a deal is known as a cross transaction 
(C. T.) If they bare 00 such order to sell on their book, they will send one of 
their authorised clerks (Mr L'ala!) to tho Stock Exchange hall where traceac* 
tlone tale ]ilaco. Nobody can visit the ball unless he is a D/cmber or an accredited 
a_CDt of a momlor In tho trading hall groups of i>coiilo aio assoniblod hero 
and tliore and they tall in a language which is inlulligiblc only to tiioso prosout 
there, An outsider will get simply confused and licwitdoicd , and yet It is a 
phee whoTo people make or mar (oituncs. Mr. Dahd goes to a corner, meets 
a dealer Mr. Somani who more or less spoualiso in V/iinco shues, and aftor a 
little higgling Btnkee a bargain at R$. 415 Pcucils and uotc books come out 
and both parties enter tbe bargain Mr. Dalai will enter on tho bought side of 
his note book ‘'Bought ten WImeo shares from Soniani ai Ra. 415 for Sir. 
fihambhu Nath of Agra" , and Somani will record on tho sold side of Ins note 

h jok "Sold ten Wimeo shares at Rs. 41.5 to Imandar & Co." 

Aftor this Mr. DaUI will go in a central place whore a black board 
is placed. This is known as tbo 'marking board.' Tbo latest transactions aia 
posted on this board for the information of dealers. A box is placed undei the 
marking board. Dalai enters tbo bargain on a slip of pajior under hia sigiuiture 
and drops it in tho box. The next moment this price is posted and tho one at 
which a precious transaction had taken place in tins scrip is rubbed off. Tlie 
closing pricoa of all securities doalt in on a particular d.ay are then lecordod in 
tbe olficial quotation, and those of tho principal scrips aro broadcast over the 
radio and also appear in tbe next day's newspapers, 

4. From tho dealing books of the two brokers bargains aro entered in 
their ledgers. ^Both the brokere wUl check tho transaction next morning from 
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thoir Hoto books anJ will proparo Contract Notes and Bought and Sold Notos 
for their clients. Imandar A Co. will make out a Contract Note and a 
Bought Note and will forward thorn to Shambbu Nath with a covering 
latter. The Contract Note will bo signed by Shambbu Nath and returned 
to the broker, the Bought Note being retained by him to serve as evidence of 
the transaction. 

0. The terms of delivery and payment are not uniform on all stock 
oxchiDgos. The partitfs have to abide by those rules, and in case of default 
ilia aggnaved jj rty can represent to the Stock Exebsoga Committee who will 
authoriso to buy-in orsolhout as the case may be, at the cost of tbo other 
party. Mr. Somani will similarly send a Contract Note and a Sold Note to his 
client, wl )0 will return tbo Contract Note duly signed by him On receipt 
of it the broker will send a blank form of transfer deed lo tbo client requesting 
the latter to execute and return it along tbo share certificate. On receipt 
of those documents. Somani will deliver them to Imandar A Co. against full 
payment. 

0. Finally, Imandar A Co. will arrange for the rSi^istrHtlon of the 
transfer in the books of the Western India Match Co , Ltd , and will in due 
course rocoivo a share certificate in tbo namo of Shambbu Nath. Tbcy will 
then send tbo share certificate to him elong with a stalomout of account 
showing tho full cost of the purchase and returning any excess money received 
from him. 

Stock Exchange Speculation 

Speculation is closely assocuted with the business of a slock oschange. 
Speculation performs a very useful function in the economic life of the com. 
’munlty. It is very difficuU to draw a line between legitimate business and 
speculation either on the stock exchanges or elsewhere, Tbo word speculation 
is derived from the Latin ‘Spedifare’ meaning to look at from afar. SiMJcula. 
tion therefore implies visualisation of future events and occurrences. Si>ecu. 
lation on a market means buying and selUng of commodities with a view 
to making profit from the differences between prosent'and future prices. 

It is wrong to say that a person wbo 6]>cculateB in slocks and sliarcs is 
in any way morally inferior to anyone who buys them for investment. In fact, 
a speculator ] erforms an economic service to the community. By increasing 
the number of dealings in stocks and shares in which ho operates, ho creates a 
market, thus onabling investors to buy or sell on more favourable terms. Iho 
proper function of siwcuUtion is to bring about an equilibrium of demand and 
supply in the raaikot and thus to facilitate the smooth course of consumption, 
production and evebango. This is achieved by speculation through steadying 
prices. It is the presence of fipecuktors at the various oichanga* that a conti. 
nuous market is guaranteed. A continuous market may ho defined as one where 
any sectirlty listed in the market may Lo bought or sold at any time during 
business hours at comparatively small variation from the current price. 
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llo iltliy si>ocul.itioii, which is ImsoiI on Hcioutific knowlotlga of business 
comiitioiis nml jiun'or foioc ists, LenoGts not only tlio sjiociil ito» but tbo Rocloty 
ns woll A speculator fl objotl is to muLo profit by mitigiitir(j tbo rise oi fall 
iu pncos. Ilis iiiofita tiro as it woio n roniird |iaul to him by the community 
for mitigstiog jir'co cliangos. When 8|>ocu!ation is bascil on corroct ostiinatos 
of futuro prito clungos, tlio roaull is uocoasurily a reduction in violent price, 
fluctuations Just ub bonlthy spocuUtiou is beneficial to society, similarly 
unhoiltby speculation loads to great injury and waste When siioculutioo is 
carried on by ninntouios im thu basis of unfoundoil rumours and imperfect 
Lnowledgo of u onoiiiio o\unts. it msteid of leducing price fluctuations tends 
to maximise Ibeiu and loads to luucli oconomic waste. Again, wlien speculators 
Sdlfislily. try to altoi prices by nitificisl moans iu oixlor to fill tlioir own pockets, 
they Louiiiio a ciiifio to tlio Biarkot and cause a groat loss to tbo public. It ib, 
llieioforu in the General iiilerost of society to foster hosltliy and curb unboaltby 
siiucul.ition. 

Speculation and Investment Though it is oot possible to draw a clear 
line of dibtmctiou betvvocu S(>6ctitatioii and investment on a stock oxebango, 
>ut It may be poinlod out that n pure mxestor is one wlio looks for a fixed 
lutoino x\ith a oiirtaintj of return of capital and does not care much for capital 
iippreciatuin in tho value of his holdings .\n investor who buys a security 
with the priiiury intontioD of holdiog it inoio or loss permanently has to 
employ his own capital. A 6]>oculator, on tho other hand, is little ooDCornod 
vMtIi the j'oriCKlIc income of his seouiitios aod regards it as uccidental only, 
lie jn, rebuses u security with the prinmr} intoiiliuu of soiling it at a piofit and 
usually onijiloys borrowed capital. The do.dtngs of a ajiooulator are mainly 
based on differeucos in prices. The diftorence between a speculator and an 
iinustor is a mutter of niotiso. Tbo real lutestor looks most of all to tho 

socunty of income and least to the hojio of capital appreciation, wbilo tho pure 
speculator has no particulai regard for income but looks entirely to the cliunce 
f>( being able to make n b>g profit by rosala. 

Speculation and Gambling. It « difficult to diOorontiato betwoon those 
two tonus and to say where sjicculation ends and gambling begios. Tho 
distinction botwoon Bi-eculation and gambling is more ethical than ocoiiomio. 
Tbo oxoic'so of biains by tho sjieculatoi distinguislios liim from tho g.imblor 
to a largo extent. A ni'cciilafor forms Lis idoas of the future from knowledge 
and exponenco. whoroas tho gamblor simply guoasoa. Clambling is based on 
Idind chance, but Hiieculatioii, h s eomo basis for its operation Speculation 
and giimbliog cm also bo distmguisliod by dividing sixjculators into two clussoa 
— lirofoasionnh and uinateurs, the latter Bpecuhting without any knowledge 
or skill in (orfcasting futuro cliangoS in doinaod and supply and consequent 
changes in puces. They do so in o gombliog spirit and oftou follow false 
pioplirta. On tbo other hand, profeasiooal sjxiculators are shrewd business 
moo, who hate made speculation tlmii business, and who on account of their 
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eyperior bnowledgo and forcsieht arc abln to forecast tlio future with con. 
slderahle accuracy. The legal distmcUon between epeculation and gambling 
13 clearly made out in the following note which appeared in "‘Copital” of 3rd 
February 1938. 

"The dietinction between speculation and gambling is a fine one and it is 
often difficult to ,di8tingui8h between the two. Yet. ns the law looks with 
tolerance on speculation but with a jaundiced eye on its only slightly more 
erratic twin brother, it is of considerable importance to ascertain what principles 
there are whereby the difference between them can be made clear and a 
particular transaction definitely labelled as belonging to one categoiy or the 
other. There is nothing illegal in speculating. It is a commonplace of the Stock 
Exchange. The law, on the other hand, strikes at gambling. 

"A very large number of dealings on the Stock Exchange are of a specula- 
tivo nature ; persons buy and sell shares for a future date with the hope of mak. 
ing a profit by the rise or fall in price and often with the least intention, or 
even ability, either to pay for the securities or to deliver them, but meaning to 
resell or ro.purchase before the time for delivery arrives. This method of 
doing business is by no means confined to stock and shares but is of everyday 
occurence in almost ail commodities ; and as far as tbe distinction between 
speculation and gaming is concerned, It makes but little difference whether 
the commodities are actually paid for and held with a view to selling again at a 
profit, or whether the matter is arranged by a re sale before tbe time for delivery. 
Such dealings are perfectly legitimate. Gaming end wagering contracts, on the " 
other hand, are not real dealings at all ; they may take the form of purchases 
and sales but they are In fact mero bets on the market price of commodities at a 
future date. For a contract to be a gaming and wagering contract, there must 
bo not only no «jf(»nft 07 j on tho part of either party to deliver or taka delivery 
of the commodities, but also no ohiigation on either to do so ; there must bo an 
agreement or uuderstjvnding that all the buyer has to do is to receive from or pay 
to the Boiler tbe difference between the price of the bargain and the price at some 
future date. Furtbor, the essouco of gaining and wagering is that one party is 
to win and another to lose upon a further event, which, at the time of the 
contract, is of an uncertain nature, 

“Thus tbe difference Lutweon tbe two is to be fouud iu scoing whether the 
transaction in question is a real transaction or whether it is merely a peg to hang 
a bet upon ; and whether it is a real transaction depends upon whether in law 
the parties could be compelled to carry out tbo contract of salo.” 

Kinds of Speculators. The stock exebauge spoculators arc of three 
kinds — the bull, tbe boar and the stag. They do not possess all the cbaractoristics 
^of their namesakes of the jungle, but they have ceriain pecultaiities of their own, 
nor is it necessary that a bull operator always acts as a hull and a boar as a 
bear. Tbe same operator may bo a bull and a boar at the same time. 

A (or ‘long') is an operator wbo purchases a Bocurity for forward 
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tloli\ory in tlio hopo of Loing abto to soil it at a profit Uoforo tho data of eottle. 
moat. Ifa does not intond to a take dolnory of it and pay for it. The idea of 
8ucb operators to sell the eoLuntioa which they ba^o purchased before the 
eottloment day. If the osi>ocUtiona of the bull materialise and the rise in prices 
takes plate, he sells out the securities without paying any tnooay for their 
purchase, and ho pockets the difleieaco between the buying and selling rales 
loss expenses On the other hand, if tho prico falU against his expectations, bo 
may pay the difference as a loss, or olso he may carry forward a traneaction by 
paying a contango or budla chargo, 

\ hrar (or a ‘ghorf) is a speculator who contracts to sell for forward 
delivery slacks, shares and other securities nhich ho does not I'OSEese. lie 
always hopes for a fall in pneos which would enable him to buy the S’rips 
at a price lower Ibaii that contracted for and before the date of delivery, thus 
making a proht on ibo transacticn. U. coulraiy to hii> expectations, the market 
price goes up and bo is forced lo buy Lick bis recurity at a higher price than 
that at which he has sold, ho pays (ho difforcoco which is a loss to him. I/ike 
.1 bull ho (Illy iiUo catry foiwanl a transactioo hy paying a backwirdatioo or 
budla chargo. 

A /lias Bfieculator who neither buys nor sells but who merely applies, 
lie is tbo operator who applies for shaios in a now company with tlio object of 
selling them as soon as a premium is obtainable. He docs not intend to put 
down more than hia application money, eioco bo hopes to sell lolore oven 
iillotraont money is called. In lids way ho can apply for a much bigger 
allotment than hia moans iiormit. A st>g may sometimes sell tbo shares before 
allotment, anticipating a successful allotment to himself. He may do this as a 
kind of prelimioary manoeuvre, hoping that the promoters will buy fiom him 
lather than see the matkel in ibcir shares sivoill by premature selling. 

The operations of stags (known as tlasging) aro not free from risk. If the 
lesponso to a public issue, in whicb a stag has applied for a large number of 
shares, happens to be small, ho would find that bis offer has been allotted in full 
and tlie piico of such shares in the market may open at a discount. This may 
entail a heavy loss to him unless ho decides to take up the allotment, pay for 
it and then wait for a consideiablo period. This course, however, will be 
available only if he commands ample financial resources. 

What is stated above is tho original meaning of stag. But the term stag 
1*3 also being employed for a person who buys securities, oven goierorrent 
securities, mostly with bank loans, tho loans being taken by pledging sueb 
securities lie does so in tho hojio that there will fco a rise in prices and ha will 
ho able to soil his bolding at a profit thus repaying tho bank loans. In that res- 
pect he rosembles a bull, and he may. therofore, be termed a bull in the making. 

Speculation on Indian Slock Exchanges 

Slock exchanges ai0 meant to provide facilities for healthy speculaticn, 
so that the investors may be assured of a constant market in their eciipa. 
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Honco along with invostmont business a certain amount oC epoculation must 
always find its way and is also desirable. But unhealthy speculation is a 
monanco and must bo eradicated (rom a woll-organisod stock exchange. The 
Bombay Stock Exchange is notorious (or wild speculation. 01 the total 
business transacted there, much too high a proportion is of a speculative nature. 
The Calcutta and Madras Stock Exchanges loo are not free from the epecuUtivo 
mania ol tho operators and are becoming highly speculative in outlook. The 
reasons for tho wild speculation that has taken phaos in recent years are graphi- 
cally described in the following oxtracts taken from "Indian Finance” of January 
6 and 13. 1045:— 

‘Whato\*or may be tho ostensihle reason for the rise in shares the real 
fact is that people have a large amount of icllo money on their hands and there 
is no channel for its employment except the stock exchange. 

(1) I was talking the other day to an old operator on the market. He said 
"Conditions on the Calcutta Stock Exchange bai'e changed so much in the last, 
three or four years that it is almost Impossible to Judge the market. In the 
old days if a broker, who called on some people connected with managing 
agency firm*, received some order be would walk leisurely inside tho Exebango, 
talk to soTOral parties Interested In the particular security be was interested io, 
and then buy what he had to buy. Shrewd oper.ntors would keep’ a watch as 
to who was buying and who was selling and regulate their operations accord, 
ingly. But now.a.days if you talk inside the Exchange yon will find that it is 
almost like a Tower of Babel. A largo number of people arc simultaneously 
shouting the names of different concerns and it is not poEsible to know as to 
who is interested in what. Tho volume of transactions that takes place ia 
something collossal, A new class of youngsters have got into the market who 
themselves or whose family have made fabulous profits in the last three years 
and these youngsters think nothing ol buying up the entire shares of a company. 

A bid of 25.000 or 50,000 shares has been a common thing in the market. If 
coal shares have gone up as a result of buying by one group of operators, then 
the other group extends its attention to cotton shares and a third to jute. A'c 
one stops to think about or study the intrinsic position of the company whose 
shares be is buying. They just descend like hungry wolves and devour all that 
they can lay their bands on. The result is that tho prices of many shares have 
boon forced up to a level which Is almost oqual or in some cases oven lower 
than tho return on go>ornrnont securitios. Ilow long can this go on God alone 
knows. Tho present market Is not a market for shrewd speculators who alwajs 
study the pros and cons of e^erj-thing that they Interest themselves in. The 
present market is for people who can rush in blindly and follow the current 
view. It is only such people who Can make money." 

I perfectly agree with the views expressed above. Take for insfinre 
some of the leading ahares, say. Uownihs, Irene, Steels.* and BurraVurs. Ac- 
cording to the latest dividends paid by these companies the return on theta 
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sbaroil is npprosimaloly It. I'l”., 2.6% .ml 3.6%. Somo o( tl,o coal shares 
have gone up so mucli that tho ns. io thom has discountotl all possiblo luturo 
favoumblo factors. 

Ono should tlioroforo jmuso and tako stock of tho situation. This doos 
not moun that ono should bo in a hurry to (Ua|«suo( bia lioldings, But 1 would 
adMso all shrewd investors to thoroughly oxatnino tho itrosi>octa and dividend 
I'ltyiDg cajiauity of oach and every sbaro. 

(2) I'rom now on till tho budget is out of tho way I espoct a fluctuating 
market. No sharp rise or fall is ox|>octod unless tho war situation takes a 
sudden turn Those expectations are. however, liable to bo upset by the 
operations of that now class of oiioratotB to which 1 referred in my last week’s 
gossip. 

Thoro is a Marwari saying that to a man who is born in the month of 
SUR.WAN everything appears groon. This now class of operators, from tho 
business point of view, was horn in a |>oriod of unprocodontod prosperity and 
aisy money making. They have no idea that there is something called 
■‘Doiiiossion'’ when ono is forced to sell one's bolding for a more song, that 
there are times when the industries that had Loon producing money start 
swallowing it back. They do not know that allot the I'ost.war boom of 1020 
prices of many elmroa came down to iiditulously tow figures. To givo only 
one instance, the price of C. D. Sasoon United shares which sold up to Its. 17 
]iar share came down to only about a fourth of a rupee. But the man who has 
seen those ups and downs cannot go on buying shares blindly without paying 
any hoed to the return and the future prospects of the security. 

Returning to the Stock Exchange 1 find that a certain group of operators 
are playing a very profitable game to themselves but which will ultimately prove 
very dangerous for the small and uninformed operators. This group first 
buys up Quietly a fair.sired block ofslmics in a jurticular concern and then 
st.irts tipping ail and sundry both hero and m other centres that it is good to 
buy this pmticular security. Nothing succeeds like buccoes. As this group 
has been successful in pulling up prices of tho socuntios rocommomlod by tl^em 
by the sheer weight of their purchases or due to favourable circumBtances, the 
result is that many people now follow thom blindly without waiting to 
examine the relative merits el the shares that they are huying. The largo 
number of underbrokeis and assistants who secure businoas from their clients 
pass on the tip to their clients and so the ball is set rolling The group unloads 
its purebaaea at a handaome profit and then transfers its operations to another 
security But as I have said before, the yioriod of riaing prices cannot go on 
indefinitely. Those who buy blindly will find that they will lose in one deal 
what they have made in ten. 

Measures to Check Speculation. S[«culBtion on a stock exchange 
cannot bo absolutely abolished, but it can certainly bo kept within reasonable 
54 
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bounds if Buitablo measures'' aro adopted. Some of these methods ate as 
follows J— 

It is often contended that speculation is the lesult of forward trading and 
the facilities of carry-over from one settlement to another, and therefore with 
a view to ehecking speculation forward trading should bo abolished. But it 
must be recognised that those stock exchanges which do not permit forward 
trading are not also free from speculation. In spite of the fact that only cash 
business is ijermitted, transactions aro not often completed within the time 
fixed and are carried over. Forward trading, as a matter of fact, is the essence 
of a stock oxchango. What is needed is its control and not its total abolition. 
For a country like India with immense possibilities of Industrial development, 
the provision of a froo and wide market for industrial securities must be main- 
tained to stimulate a continuous flow of fresh capital into industrial enterprises, 
and in order to achieve this the stock market facilities must be widened. Forward 
trading makes possible the axistonco of continuous market and therefore its 
abolition is nob desirable. ♦ 

It is necessary that a proper control should be exercised over stock 
exchanges by some governmental machinery such as a national imestmonfc board. 
The measures taken by govomrocDt In the past have not solved this problem, 
and a permanent state machinery, which w'HI w'atch the activities of the various 
stock oxchango and take suitable measures to safeguard the interests of investors, 
is needed. The government maebinery so sot up will not only co.ordioalo the 
activities of the various exchanges but ft will also bring about permanent reforms 
in stock exchange practice. 

At the Bombay Stock Exchange the most prolific source of speculation is 
the activity of a class of members of the Exchange wbo are not brokers in the 
real sense of the term. Some members, so-called brokers and miscalled jobbers, 
carry on what is known as taratcani business wliich is entirely of a parasitic 
nature. They rush in to buy or sell according as they find bona fide brokers 
trying to execute buying or selling orders. Their operations noccsBarlly result- 
in price movements almost always to the detriment of clients’ baying or boiling. 
These taratcanitcalas hardly keep any outstanding business overnight and thoy 
continuously go on buying or selling at a small range of fluctuations. Their 
actions aro nothing but gambling in diflferonccs. This stato of affairs should he 
roformod. But as the volume of business at the present time docs not warrant 
a permanent classification of nsombors into brokers and jobbers, tbo members 
should declare at the beginning of each year whether they wish to act as brokers 
or both, and the stock exchange authorities must see that their decisions are 
strictly followed. 

The non-existence of any system of margins makes possible for people of 
small means to trade on the market. It is therefore desirable that a system 
of margins should bo introduced whereby every dealer should bo rcfiuircd 
t odoposit an initial amount with some authority, preferably the clearing bouse. 
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and tho inari'in ahould not lio nUomnl to foil bolow a corkin iiorccntn^o. A 
littlo concession m tlio matter of tiino may bo allouod in tlio cagtj of micountry 
clicnte. 

Tlio systom of i>l.ink transfojs so rampant in Iho country should bo jiroi'crly 
TOgnhtcd. Tbo uso of blank. Imnsfers aCToids an opportunity for further 
spocnl.vtion, Under the piotciit systoui tho soUor transfers to tho bujing broker 
a blank transfoi form duly signml logothoi with tho scriji and tho buyora do nut 
got Ihoir ahaioa logiatoi-oil in thou own namos at tho company's office, na they 
intend to «iQil theao sb.uoa Hgnn as soon as tho markot improves. In iLo 
I'ro'ient st'ito of tilings it uny not l>o dusirihlo to abolish tho system of blank 
tiansfois aliogetbo), but thou pci lod of cui loncy should l>o rostrictod. It mimt 
also bu iiointed out in tins connectiun that tho systom of Iilanlc transfms is 
piTlly oncoiirarcd liy tlio high nto of eluup duties on transfers. Thorofoio a 
reduction in tho stimii duty iiuy curlul to some ostoot tho uso of blunk 
transfers. 

Privnto cotnpromifo. though punisliallc under tho lulos of tho Bombay 
Stock rxcliangfl. is vory common in nocnliay ond proridos an oocoma''oaient 
tu unlioilthy a|iociihticm On llo Itomhiy Stock Bsehango there exists 
n Defaultors’ Committoe, hut tho Comuiittoo sooms to havo no woik. Tliis 
lisityin tlio onforcoment of rulos fmtlier oncmingos reckless and irresponsible 
dealings on tho stock oschaogo. us tho womhots know that, if they ovetlrode, 
they havo more to g tin tinn to loss sinco iosees h.avo not to bo paid in full and 
can bo compromisod. Suen a compiomiso should not bo peimittod, and tho 
rulos should bo I'gidly cofoicod m order to romovo unscrupulous tlofaultors 
fi'om tho markot who t.ile unduo ndrantuge of tho market conditioDS. 

Under tho prosunt rules of our oxchunges, nuthorisod clerks of members 
aro not, of course, pormittod to mako b.irgains in their own names, but tlioy 
are not prohibited from dealing for thcmsoUoe. They can buy and soil on 
tlicir own account through u tuemlwr, m the naino of a membor and under 
his instructions This leads to a SO) ious abuse. Fovoxainpic, if a cloik has a 
largo order to bo oxocutod in tbo market, he can first deal on Lis owu account 
at tho odvantagoous price and his omployor or (ho chont might bo tho victim, 
fiuch authorised clerks elioubl not bo allowed to do business for thomselves. 

To rostrict tbo ungnituilo of speculation, it is also noccssaiy that tbo list 
cil Bocuiitios should ho widonod aiul oyipoTiunitioa provldod for a largo uum. 
her of investors At tbo Bombay Stock Exchange, sharts of only thcBo 
companies can bo traded in which koop a register in Bombay. This is not a 
vory encouraging restriction. Thoro is no reason why shares of compunios 
having a regtstor fn various parts of India should not bo permitted. Tin's 
would widen tho field of business and would reduce prico fluctuations In 
addition, clofori-od shares are by thoir vory naturo more srcculative and they 
should thoroforo bo romovod from tho forward list. 

It is also soicotimos suggested that a soles tax on all forward dealings may 
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bo levied in order to chock wild speculation. In order to provide additional 
facilities to investors, tho number of shares should be increased by subdividing 
the high.denominational shares which are usually the favourites of speculators, 
because they can be easily cornered. 

Finally it must bo noted that most of tho speculative business is financed 
by moans of loans ; and if a restriction is imposed on the granting oi loans to 
siTOculators, there may be a check on wild 8i)eculatioa. 

Characteriatici of Indian Stock Ezchanget. 

Each Stock Exchange in India has its own peculiar cliaracteristics. 
Broadly speaking, Bombay is venturosomo and speculative , Calcutta is sober 
and calculati^G ; and Madras is cantious and conservative. 

Bombay Stock Exchange. Tho Bombay Stock Exchange is said to be 
tho hot-hod of speculation. Why ? Reasonable fanilitics for speculative 
transactions are a necessary and healthy iiart of tho machinery of a Stock 
Exchange, which provides a free market where securities may bo bought and 
sold to the host advantage and without undue delay. But tho Bombay Stock 
Exchange provides too many facilities for reckless speculation, and these are 
as follows — 

1 . Protection of Speculator* The rules of the Exchange dealing with 
cornois and bear raids protect the hulls and bears and have encouraged 
excessive trading and speculation in the market. The Board of Biioctors 
have bad tho following powers of intcivention in the normal operations of the 
market I— 

(u) Power to suspend tho selling.OQt rule ; 

{!») Power to suspend dealings in shares and soeunties subject to I car 
raids ; 

(c) Power to suspend tho buying-in nilc ; 

Power to suspend dealings in shares and Securities in which a comer 
has been effected and to fix prices at which settlement id such cases 
may be effected ; and 

(e) Power to close the market in crises. 

' The possession of these powers by tho Board has engendered in the 
operators — whether bulls or bears — a wholly unhealthy mentality, I ec.nu8e 
they feci secure against the consoqaeocos of their own rashness and hence 
they tend to operate recklessly regardless of the resultant conso-quences both 
to tho market and to the genuine investor. 

It is clearly cf the first importance that this mentality should be eradi. 
catod by eliminating from the organisation and constitution of the market tlio 
principle of intervention with a view to correcting difficult situations which 
result entirely from tho internal operations of the market. 

2. Violabllity of Bargains. This is another factor which has led to 
excessive tpcculation. A bargain once entered into in the market must he 
implemented regardless of conseqcences. On the Bombay Stock Exchange 
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barjriina aro not always iDviolabld, and tLo worl[iA^^{''nrorJ^^ipcij}l(j' of 
coniiironiisa to avoid dofauit has been rosponsibla for 'so'Tlmictr^nhealthy 
Bpoculation. 

Compromiso in any Bbaiu oi form in order to avoid default should bo 
prohibited under pain of ^evoro penalties. If members begin to realise that 
the Ro.vrd has no longer jyjwer to intorvena between them and the consequences 
of tlieii actions, they wiU in sheer self.iireservation discard recklessness and 
conduct their business on more cautious and conservative lines. 

Leniency towards Defaulters. Under the rules of the Exchange 
tho defaulters have been leniontly treated. Failure to fulfil contiactual obii. 
gations not only to a fetlow-mombor but also to a non. member should be 
followed by a decliration of default und a defaulter should be readmitted 
only on very strict touus, o g. a niomlKir whose default Ii.is been brought 
alxiut by speeulation on his own account sUouid not bo readmitted under any 
ciiciiuistaucoB. 

4. Travniwalas The most pioliGu source of oveitiading is the activity 
of a class of momberB cil the Excliange who are not brokers in the real sense 
of the term — that is to say, they do not live on remuneration for the sale and 
purchase of ebares on behalf of bonafide customers. 'Ibeae noo.brokei 
members, miscalled lobbcre, curry on what is known as taravni business, 
which 18 entirely of a parasite nature. They rush in to buy or sell secording 
as they find bon.i fide brokeis tiying to execute buying or selling Oiders. 

1 heir operations necessarily result in price movoments almost always to the 
dot] imont of clients' buying oi selling. The taravniwala is always an unne. 
cessary obstruction to tho fair execution of clientele business and often a 
toll. gatherer of a size incomroensurato with the risks he runs. Besides, as ail 
the operations of those dealers' are essentially lor a settlement of difierences, 
witli* absolutely no intention to )>ay lor a eingle sh.ua purchased oi deliver a 
single share sold, tho size of thoii opeiatioDS has no lofoience to the value of 
tho stocks sold ot jiurchased, and consoquontly the operations are limited cnly 
to the avidity of the dealers. 

It IS tlicreforo suggested that all moinLers of the Stock Exclnnge should 
bo divided into jobbers and brokers. 

5. No Syatem of Margins. Another reason for overtrading in the 
Bombay market baa been the lack of a' sense of values as represented by 
puicbaees and sales. As a remedy the introduction of a system of marg'ns 
has been suggested whereby eveiy broker would be required to submit every 
(lay a list of the transactions at the ovem'ght closing time in order to prove 
that lie had the loquisite margin Icom hU cUonta. A mere initial margiu should 
not be enough , it must be kept up to the required level as the transactions 
inctuase, with a slight concession in respect of time to up-country clients. The 
s'lme* restiictions should apply to brokets or firms who deal on their own 
account. 
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G. Use of Blank Transfers. Another faclli’y which favonra Bpeenlatton 
13 the extensive tise of blank transfers. The .use of these should be strictly 
limited. But the present stamp duty on transfers is so high that it encourages 
the use of blank transfers. 

7. Longer Settlements. Bombay has monthly settlements in connection 
with forward business. The longer the settlements are apart the more induce, 
meet there is for speculation. It is suggested that settlements should be fort- 
ninhtly instead of monthly. 

8. No Minimum Brokerage. The absence of a minimum scale of bro- 
kerage enables a powerful operator to set off one broker agiinst another and 
get his business pat through for next to nothing. This is partly responsible for 
overtradin". A minimum scale of brokerage should therefore be fixed, 

9. Unlimited Business Honrs. The nnlimited time allowed for business 
encourages speculation. A readjostmeot of the hours of working end holidays 
is suggested. A four-hours business day may be enough. 

10. Sub-Brokers This is another evil which eoconrages excessive 
speculation and most be restricted. 

11. Tradition. In the past many wealthy persons of Bombay have 
acqnired wealth through speenbtion ; and therefore in the minds of the general 
pnblic gpecnlation is a royal road to fortune. 

Calcutta Stock Exchange. The Calcutta Stock Market is known to have 
done its business in sober and calculative manner. There has been no forward 
trading in the market, business being confined only to cash acconnt. and this 
fact has been responsible for the absence of wild speculation there. 

It should not, however, be understood that there is absolutely no specu. 
lation in Calcutta. There has been speculation but not wild speculation. The 
affairs of the Exchange have been well administered by the authorities. Caicntta 
is younger than Bombay and has learnt a useful lesson from the bitter experience 
and colossal losses of the latter. Of late, however, Calcutta is also tending 
towards the rock of disastrous speculation. 

Madras Stock Exchange. This is the youngest of the three principal 
stock markets in India, having been established only in 1937. It is mn on verj* 
cautious and conservative lines ; and therefore speculation is almost nil there. 
Only cash business is permitted and the days of delivery are only three. Thus 
there is absolutely no scope for the ajtivities of speculators. 

Flaclnations in Security Prices 

A person, who wishes to operate in stock exchange securities, must be able 
to judge when to buy them and. when to sell them. This can Le done only when 
ha understands the factors that inSuence their prices. Many factors are 
. <ble for price fiactuations. ^ 

I “The winds that play npon stock exchange markets are as varying and 

‘ ■ as those that blow upon the ocean. They are frequently jnst’a'i 

'disturbing. By markets we mean the level of prices at any one time in existence. 
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l’bcE<3 ])rico lovols aro oxtreiuoly 8cnBiU\o ami suscoiitiblo to all kioda o{ 
inlluouccs. I’ur ti^ys, barooiotricdlly epcakiog. tlio neoilIe”wiIl jjoint to ’Fair’ 
and trading on tbo tloor of tho ‘IIouso’ will jirocecd along tjuiet and unovoutful 
lino3. Sooner or lilor, bovTo\m, tho cloud liltlo Ijrgor thm a man's hand 
iipl'Qars, to bo (allowed lioforo long hy witul ami atorni. nsan beloro metnberB 
aro (]uita aware of it, they uro id tlio midst of a loiitiblo eiuall. Often rows, 
good or bad, is dram,ilic. uliuQ pni^ moemoatfl aro violent. In thia case 
tho result Is uf m unsettling cbaractor. Rofiorcussions aro felt throughout 
tbo \sbolQ market, and stocks and sharoa far romovod from the actual bcodo 
of the dlsturbanua aro adccted," (F C. Armstrong: Tkt Hook of f/ie iSfocfc 
Kxchamje) 

The )inu33 of socuntlcs, bko thoso of otbor commodities, aro mainly 
governed by Ibo law of deoiaod and bupply. An incroaso in demand or 
decioaso in supply would always lend to raise tho price, wbilo a decrease In 
deinan'l or an mere ISO in supply would lead to a (all in prices. Tho supply of 
stock excbiQgo securities is. however. Iimilc*!. it cannot be Increased by sccolcra. 
ting luoductioQ Tho following aro liio prloopil factors tliat iDlluonco price 
fluctuations IQ security prices lioc-iuso they havo a bearing on tbo demand and 
supply of securities 

1. Money R&tss Tha value of luonoy. ty which is meant the rate of 
inlerost at which money can bo boirovvod, exurcisos a powerful fnflucaco on 
security prices. A decbcio in sboittenu lotoroet rales tends to incroaio the 
activities of Bpoculators, who take udvaoUge of the lower rate of interest and 
burrow money for purchasing sccuTitics which enable them to make a good 
pio&t. At times when tho mte uf lotoreei bas fallen, an added imt^tus is 
ncjtived to security dealings, which lo turn leaile to u risu in their prices. When, 
on tbo other band, money is dear uod ecarco, tbo socuritios fall m price. 

3. Currency Innatlon. Currency intlatioo loading to surplus purchasing 
povvoTiin tbo bands of tbo pubtiu hu vitally atleotod security prices in recent 

years, filoro money moans greater domand, and greater demand leads to 
soaring (iricos. 

3. Trade Activity. Trade booms and slumps affect aocurity prices to 
a considerable extent. During a boom jiriun of all eoeuntioa lend to move up as 
baa been fully demonstrated during tbo list fow yeais. Tho experience of the 
recent war indicates that a rise m -ecurity prices toads to coincide with a period 
of business prosperity. lo a |>ono<l of deprosaiun the tendency to dullnoss 
(iievaiU in all markets, aod there is an all.roand curtailment of production 
The declining comn50>lity prices lawl to hevvy loaaea and tho ebaking of public 
confidence There is a general pessimistie outlook, and this brings about a 
general fall in security prices. . 

4 Political Situation. War is a mighty upheaval that brings about 
changes in all spheres of business activity. The stock exchange c.anDot be freo 
(roDi its cuu8e<\UQncaa. In war time the govurnment iolluence is so domioaot 
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that it governs the course of prices to the exclusion of every other factor. 
Values change all round when fear grips the market and politics displaces 
business at the steerieg wheel. This fact has been well illustrated by the 
experience of the recent war when security prices widely lluctuated from time 
to time. Throughout the war period, tho reverses of the Allied nations brought 
about a setback in prices, and their advancement and victories caused prices 
to improve. 

It is not only the war that affects the minds of stock exchange operators, 
but other political developments both at home and abroad also bring about price 
changes. On many occasions during the last twenty years, stock market prices 
in this country have been vitally affected by political changes. The Congress 
struggle for freedom has had its due share in this direction, 

5, State Policy. Any state action that affects tbs trade and industry of 
the countiy is bound to have a corrospondjog effect on security prices. Such 
government actions may consist of imposition of new taxes, grant of protection, 
price control, nationalisation, introduction of prohibition, control of public 
utility conooma, etc. 

6. Technical Position. The tcclJntcal position of a particular security 
refers to the volume of eiieculatioo existing at any time In that security. When 
the speculative purchases made by bull operators in any particular security' 
exceed the speculative sales, there is said to be an oesrboti^^f I>ositioQ ; and « 
when tho sj^culativo sales of a certain security exceed its speculative purchases, 
there Is an oversold ftosUion. Tho overbought or oversold position is the 
technical position. An overbought position is bound to lead to a fall in prices 
and an oversold position must stimulate prices. This is a subtle factor inHuecc. 
ing security prices. 

7- Market Psychology. The market psychology is an important factor 
as regards price fluctuations. At one time one scrip is favoured while at another 
time auothor security com.-s Into the limelight sim.ply bocauso the market 
operators think so. Tboro may not bo any particular reason for the choice. 
Market people are like sheep, and sentiment is infectious. Ver)’ often, sentiment, 
influenced by vague rumours, rules tbe market. Prices aro determined not by 
any intrinsic factors but by the whims of tho operators. , 

8, Intrinsic Position. The prices of company shares may depend to 
a coitain extent upon their intrinsic 'position, namely, tho result of tlieir 
working and their financial strength os disclosod by their published accounts. 
Tbe amounts of profit made, depreciation provided, reserves created and 
dividends declared, are things that affect the share prices. 

Vagaries of London and New York. All tbe stock markets of tbe 
world are interdependent. Should anything happen to disturb tbe course of 
security prices on the London or New York Slock Exchanges, it Is bound to 
have some influonco on Indian stock exchange prices. 

10. Press Opinion. The power of tho press is proverbial. NowEpa]>orS 
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ftD(l poriodiciU (lovoto a spocift! colamn to coQimorcial and financial nows and 
views which are looked upon by doalore with impatience, as they all contriboto to 
tho making up of prices. In addition, cortain newspapers employ trained writers 
to review tho conditions on tho stock oxchangos, and frequently tips are thrown 
outtotbo roadors. If a newspatwr has osUhllshcd a reputation in market 
circles, its opinion oxorts some influenco on prico movements. ‘ 

11. MiJcellaneous. f tated abovo aro somo of tho principal faetors that 
inlluonco security prices ; but thoy aro not all. There are many moro tbin''s 
th.at m.iy pUoct tho judgment of tnarkot oporatora us regards prices. 

London Stock Exchange 

For moro than ono hundred and fifty years, tho London Stock Exchange 
has played a very important part in world finance, and, during that time, it 
has had considcrablo inHuonco uftin tho industrial affairs of Groat Britain. To. 
d.ay, a hugo volume of business is transacted on tho vast floor of tho old building 
which stands in tho shadow of tho Bank of England. Regular dealings aro 
made in o\or 10,000 difforoDt socurities, tho recorded transactions of which 
nppoar in tha Stock Exchaego Official Lists. Those daily transactions may 
range from ono in Government stock involving millions of money to a deal in 
sharos iavolviog but a few pounds. 

Popular misconceptions have always osistod regarding tho real function of tbo 
Ijondoa Slock Exchange. But this is no centre for tbo reckless gambler any moro 
than it is a kind of club for rich businoss men in the City of London, It fs 
simply u froo market, in which tho 8.vlo and transfer of inNostmonts is governed 
by a strict codo of rules and regulations, designed 'not only to protect tho 
momlora thomsehos but to safeguard tbo public against fraud. 

On tho Stock Exchange, as in any olbor market, buyers and sollors are 
brought together and deals aro conducted quickly sod efficiently. Anyone, 
whether ho is a laige or bmall insostor, may do businoss with a duly elected 
brokoT tneB^bov of tho Slock Evchango. 

History of (he Exchange. Dealings in stocks and shares probably began 
in tbo old time coffee houses of London during tho Eeventoontb contury. 
Business w.is dono at informal meotings of brokors with a few stocks of such 
famous ti.iding concerns as the Bast India Company and tho Hudson Bay 
Company. Change Alloy, not far liom tho prosont Stock Exchango, was the 
favourite centre of tlicso early financial transactions. 

In tho rolgn of William III (1689-1702), a |iormanont national debt was 
ostablisbod as tho best moans of contralisiiig Bntains financial rusourcea for 
Stale oxpondituie. Fiom that limo onwards, stook.broking became an important 
and epooialised profession. Moroovor, 88 British advonturois and tiadors opened 
up new markets in various parts of tho world, London became tho centre of 
investment. Money was soon pouring into tho City from eager invostorg 
overseas as well as at homo. 

55 
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^ Chaaga Alloy continued to servo the brokers and dealers until the year 
1801, .when the great increaco in investment necessitated a special Stock 
Exchange building. This ^vas opened in Capcl Court, and, though enlarged 
and altered some fifty years later, has since remained the iiermanont homo of the 
London Stock Exchange. 

The Stock Exchange is an unincorporated company, constituted under a 
deed of Bettlomont dating from 1S02 and amended in 1675. Before March 
1945, the management and finances of tho uodortakiog were in the hands of the 
trustees and managois rcjiresenting and cloctod by tho proprietors for a period of 
five years, v?hile tho rules and tcgulatiom governing the members and conditions 
of business were it tho hands of the Committee for General Purposes elected 
annualy by members of tho Stock Exchange. 

On 25th Match, 1045, the present Council of the Slock Exchange came 
into being, amalgamating in ofToct tho powers of the trustees and managers and 
of the Ccmmittcc for General Purposes. Tho trustees and managers becaino 
foundation membeiB of tho Council subject to the same conditions of Tc-olection 
as hcrotoforo and tho mombors of tho Committco for General Purposes bccaroo 
tho ordinary mombors of tho Council and onc-third of tbeir number are liable 
for rc-eloctioD annually. 

Membership Qualifications. To bo oloclcd a momlof of the London 
Slock Exchange is still regarded os somotliing of a privilege; in many families 
it is a tradition handed down from father to eon. To become a mombor of the 
Stock Exchange costs money. Under normal conditions, before applying for 
mombersbip, tho applicant will bavo served four years os a clerk in the Efouso, 
and if elected, will have to pay 300 guineas entrance fee, a subscription of 00 
guineas and to purcliasc one Stock Exchange sbaio. An applicant who has not 
served such an apprenticeship will. If selected, have to pay GOO guineas entrance 
fee, 100 guineas subscription, and to purchase three Stock Exchange sharos. 
ApylicajiU io. »uUific cw/i bawi ha v’AVcb.xsn. a. unmloalinnu Tlic cost of Stock 
Exchange shares is approximately £l'20 and of a nomin-ition £400- 

A member of tho Stock Exchange should ho Brltish-boTn, must bo twenty, 
one years of age, and may not engage in any other form of business. lie is 
subject to re-election annually, a privilege which tho Council have the right at 
their absolute discretion to grant or withhold. 

Brokers and Jobbers. All Iho momhorB of tho Stock Exchange aio 
divided into brokers or jobbers, Tho brokers buy and sell shares on behalf of 
their clients, the general public, and their income is derived fiom llie brokenigo 
or commission, charged on everj' transaction. Coindiisaion rates chargeable ou 
all classes of securities — and they vary accordingly— ^re fixed by tho Council. 

Jobbers are the men who actually buy and sell the securities ; they work 
inside tho House all tho time and tboy may not do business except with a broker 
or a fellow jobber. At tho opening of busmoss each day, tho jobbers are to be 
found at their customary pitches or "etands” awaiting the orders of tho brokers. 
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TliQ'iti Oi'ftlorfi aro tlio l<ky.nicn of tho market and it U nrowcd thorn tint 
nil imi'Do'i oil tlio Stock Exclingo ro^ohcw. Eadi is a srocialist in cortiiin 
lyi‘09 of Rccuiitios, and tlio llcoi of the IIou^o. is, by long custom, divided iiji iii*o 
Iho vmioue iinrhota. llioro nro nmrkote in Govornmont socurities, foreign 
bonds, Link and inauiancc stocks tm, rubber, goW-mming shares, and so on 

When a hiokor wishes to deal in a certain sliaro for his client ho will 
ni'i'uuch one of the lohheis ui the jariicular mai Lot and, without discJosiiig 
w licther he IS a buyer or a solloi. ask the I'lico 'Iho jobber qootos his buyino 
and rolling juice, and must hn jncjnied In iloil oithoi way. Iho margin betneoji 
Ihcso two i>utus sanos accuidmg to the cuiiont stuito of the market. This 
unigin constitutes u h.it is known as tlio jybbor'a “turn” from which ho obtains 
Ills Inehhood. 

Theio 16, of cauiso, uiiicli keen ec>iii(<cti(ion among the jobbers, which tends 
to kcoi) tlio margin of ihoii ''turn” nuiow lu eecuiitios, in whicli there is a free 
lu.oLct The is is a bii|Iib akillod |>rofcs9ioii and one that roijuiros wide know, 
ledgo uf the securities that coiuo within tl on range as well us a keen ai’jireeiation 
of mallet inlUioncus at am ghon time Tint is why an officiont jobber must 
always bo a siccialist. 

Conduct of Business A lomarkablo feature of StocI^ Exchange practice 
is that neithoi the biokoi nui the jobber signs nuything when a transaction is 
mule hotwoon them lUith |nttic*s nioroly make a note of the price and the 
number of. sliaros bought or sold, aud that is all. But from tint inoinent the 
v'j nos have changed lunds and tho transaction is binding. 

Eioi y morning in tlio soltlmg room below tho Slock Exchange, tho cJoiks 
of the brolors and jobbers recot to clock tho bargains made verbally in tho 
ZJouso on the jiioueus d.iy. This is to make sure tliat no mistakes ha\o boon 
made before tho ninchinoty for the tiansfor of tho sbaroa i« put into operation. 
Rut errors seldom occur, 

Rusinoss on the London Stock Cxchanco is either on a cash basis or for 
fortnightly accounts, Tiio system of account dealing makos for more orderly 
marUoting as tbo client knows exactly when the payment for a dolixoiy of his 
securities will bo required and makes possible tho organisation of tho Sottfomont 
Department whereby transactions are cleared and tho work in membois’ otDcoa 
lirgoly reduced and tlio serxico to tho pnblfo simplified and expedited, The 
oxistoDCo of foitn'gbtly accounts enables tho speculator to make a quick profit 
in active markets without putting up any money, 

Only tnorabers and their admitted clerks may enter the House, although 
permission is giantod to privileged visitors under suitable oscoit. Thoro hio 
uniformed attendants, known as “waitora”, at all the entrances to see that no 
unauthorised person trios to make an entry. A “waiter" will call any member 
fiom within if a client wishes to speak with bim outside, though most busihoss 
hotwoon brokers and the public is done at tlieir offices in buildings nearby. 

At times when tho Uoneo itself is closed — as, for example, after tho 
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declaration of war in September, 1939 — basinets I's carried on in the normal way 
ontsido in Throgmorton Street. This narrow thoronghfaro which runs down 
beside the Stoeb Exchange is jnst **tbe etreet” to all members ; it is one of the 
liveliest comers of the City of London with informal meetings of brotors, jobbers 
and clients going on nearly all day long. Much the same atmosphere must ha\e 
prevailed in Change Alley well over a century ago. 

Kofe . — On all the Indian stock exchanges there is no classiBcation of 
members into brokers and jobbers. All members ate called brokers, but they are 
free to act as both, that is to say, they can do both classes of business — broking 
as well as jobbing. This is due to the fact that membership of our stock 
exchanges is not so wide nor is the volume of business passing so large, as in 
the case of the London Stock Exchange where members are divided into brokers 
and jobbers. If some of the members of an Indian stock exchange were to 
• confine themselves only to jobbing, the profit would not be worth the risk on 
account of the smaller margin of profit. It is therefore in the interest of the 
members themseh-es that they are not divided into brokers and jobbers. 

It is true that from the point of view of the public it is desirable to have 
two distinct classes of stock exchange members, namely, brokers and jobbers, 
because in that case the brokers would become disinterested middlemen and 
would inspire confidence in the minds of tbeir clients. A broker as broker would 
be more reliable than when be is both. It is generally admitted that this 
change is dasirablo, but it does not appear to be feasible under the present 
circumstances for two reasons. Firstly, tbe volume of business transacted is 
not sufficient and secondly moat of the business* is done on account of members 
themselves. 

'Test Questions 

1. 'What is the utility and importance of a Stock Exchange? Explain: 
Carrying over, Jobbers, bears, cantage, and comer. fEonibai/ B. Com. 1937). 

2. Discuss the organisation of the Native Stock and Share Brokers’ 

Association, Bombay, with a view to throwing light on what you consider its 
weak points. (Bomba;/ B. Com. 1938). 

3. Briefly describe tbe organisation and working of any stevk cxvhacge. 

(Bombay B. Com. 1946). 

4. Explain the service which tbe speculator performs as a risk.bearer. 

Illustrate the effect of his operations by examples of the etock Exchange or tbe 
Commodity Markets. ^^omhay B. Com. 1935). 

5, An investor, living in Agra, desires to purchase five deffered shares of 
the Tata Iron & Steel Co., Ltd. Write a letter to him, giving detail of the pro- 
cedure to be followed. (Agra IS. Com. l9iC). 

\ C. Explain : Put option. Carrying crer. Contango, Corner aud Boars as 

^msed in the stock exchange. (Agra B. Com. 1942). 

' 7. Explain and illustrate the following stock exchange terms : Cornering; 

tSagging ; Bull.rigging : c.d.c.r. Quotation. (Agra B. Com. 1945), 
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8. Discuss tho bonoQciaJ as well as atU-crso inHuencoa of tlio Stock and 

Produce Dxchanycs upon industry and trade. (Arjra It. Com 1948). 

9. Estimate clearly the functions and 88r\i(.os of tho broker and tire 

jobber in tho London Stock Ezciiango. W'onld it bo advisable to adopt this 
bifurcation for Indian Eschanges ? (Agra li. Com. 1940). 

10. Examine briefly the princi))al factors th.at govern the prices of stock 

exchange securities. (Agra B. Com. 1944), 

11. IIoTC do tho leading oxcliangos of the svorld deal with the evil of 

Pl'cculation 'i What steiw have been taken to deal with it m the Bombay 
Shaio Ba/ar ■* (Bombay B Com. 1939). 

12. What sources of information ara avaiiable to a person desiring to 
incest his money in the industrial securities of a concern? How far does this 
iiifoi ui ktton en.iblo him to make investment on a rational basis ? 

(Bombay B. Com. 19 il). 

13 A person wishes to buy five ordinary shares of the Tata Iron .1 Steel 

Co , Ltd. Trace iu detail the course of events that will make him the owner 

of tlioso shares. (Bombay B. Com. 1944) 

14. Is it (lesirahle to check speculation on the stock exchange Is ft 

piacticible ’ (Bombay B. Com 1944). 

15. W'hat is tho ofScial list of .n stock eicbange ? What is the purpose 

of listing regulations ? W hat is option Business ? (Bombay B. Com 194G). 

l(> Distinguish letweeu eiioeuUtion and gambling. 

(Bajputana U. Com 1949). 



CnAPTER xiir 


RATIONALIZATION AND SCIENTIFIC MANAGEMENT 

For somo years now, one of tho gniding ptmciples of economic develop, 
ment has I>ccn ratfonaliyatfon. Thoro is ratfonaitVation of factories and of 
whole branches of industry. Attempts aro made to introduce it in the distri- 
bution of goods, in .agriculturo, in public and private administration, in the 
economy of whole countries and even of the whole world. At tho same time 
methods of bringing it into the narrower sphere Of domestic oconomy are sought. 

To be rational is to act according to reason, and tboroforo rationalization 
must have existed over since the beginning of industry. Thus most of the 
methods now included in tho term rationallration are not now, at least in 
principle. What is new is their Bjslomatic use, tho increased pace of tboir 
application and xilso certain methods. The attention diverted to theso mothoda 
has boon so common and the success aebiovod has been ao spectacular that it baa 
come to ho regarded as ontfroly a now phenomenon which began towards the 
end of tho first world war, while in fact only Iho.movemcnt was accelerated by 
some special conditions ari.sing out of tho war. 

First of these conditions w-os the sbortago of things which was very 
hoonly felt during and after the . war. The result was to make a eystomatlc 
attempt to make the mott of the available resources. In Germany particuhrlv, 
this policy of economy was applied rigorously. Devices were found to sub®, 
tituto new arrangements for shorti^o of labour. Thus tho evolution of a now 
technique was accelerated. The now demands which were made after the 
war b> powerful labour organisations about redaction in hours and increased 
wages also pointed the way towards now arrangements whereby to reduce tho 
labour costs. Besides, tho depression which set in after the war gave a now 
fillip to the movement inasmuch as efforts were made to reduce costs of produc. 
tion, and therefore to roorganiso equipment and technique. Finally currency 
disturbances also had their part to play. 

Thus manual work was replaced by mechanical processes in many new 
fields of manufacture, and the industrial technique was completely revolu- 
tionised by tho progress in electrical, engineering and chemical industries. The 
types and patterns had been simplified, and the varieties were reduced. There 
was a tendency towards uniformity in size, shape and quality of many articles 
based on certain .standards. In other words the movement towards BimplIGcation 
of varieties, standardiration of materials and products, use of elaborate machi. 
narj* in place of hand labour as well as tho combination of the different firms' 
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in tlio industry with u muw to' socurmg {lUnl Birttinli/alion, tlio closing down 
of unoconoiiiic firms, roduttion of tbo ovoiiioul coiit*l and economy in bollinj' was 
iiccolorulod, The most im|>ortaDt uilvancomont jnulo towards rationalization 
consisted in tlio now cntluisiaeni nnd iolorost in Irtdustiial icso.ircli. It was !n 
this (iold of iiidua' rtul roEoarcIi Hut tlio qucBtioni; of time, motion and fitiguo 
study wore til.on up, ami auilalilu nialliols lii\a boon dotslopud to tacklo tlio 
difforant piotdains that liuo uiiBon m that connoction. The analjaia of 
induidu.il woik was followetl to,;otl)or with tlio liiiio of the wliolo iuooosb, and 
the now jiiugioh'i was in»1u in tiio u|>|ilicatio!i of t^io principk of division of 
liliuui Thus ratiuuili/.aiion la a scioiililio scboiuu i)f cuut icductiou by putting 
loason into industi y 

In w h it, then, does thi-i r.iljunaii/atiun inovcfnont. so duracloristic of tho 
prusnut u„o, consrit / In tliu sybtcinatic oltoit fl'it the most out of the 
ichouices Idioui and uiitonalH— ouitiloyud in tiiO various oconomiu activities, 
latiuinli/ation iiiuKi’i that imlcid of tiaditional prucusuoB, ost.ihlisliod routiiio, 
unipiricil rules, and iniiirovuitiun. Uho IS mado of uidliodg that iiro lliu fruita of 
pitiunt eciuntific Htud> and uims ut Uio optnnum adjustment of moans to unds, 
thuH, Huuuring tint ovuiy effort jiioduc'ia tho niaki>«ui» usolul rosulls, lutbo 
wunls of till) Wutld lluouoniii, Cunforuncu of Ibd7, it rufurs to 'Tlio mutliod of 
tudmujuu and of organi/ation dvsignod to sucuiu the iiniiiiuuui of wuglo,*uithor 
ufuffoilsoi of iiutuiial." 

Thu Inloinational Libour OiKiomatiou udoplud Ihu following definitions • 

(«) liationalmalion III goneiai IB auy luloiiii lending to rojdaoo liaLitunI, 
anti'jualod praolicos by moans or tuutho<Is btsod on systematic roahonings./ 

(I)} llitionafi/alion m tlio nuiiowost eenso is any loforni of an under, 
taking, administration or oUior sorvau, public of puYalu, tending to imdico 
habitual, unlujuatod piactieos by means or itiolbods based on 8>8lomatio 
roaeoDings, 

(<) llalionall/ation in a wider senuo la u roferia which takes a gioup of 
buainois uiplort ikiiigs ua a unit and lends lo fcdutu waste aud loss duo to 
unbridled courjiolitiou by concurtod action babod on eyslomatn. roasoii. 

(d) Uationihaation m iJio widoil sonio is u tenUmg lo iipjdy moms 

and motliods based on systomalic ruajHining lo llio colloclno uctivilioa of tiio 
largo economic and eocuI gioujis. 

It aims at ohmmatioii ol wasto lu cost of production, elnmn ition of tomiiuti. ' 
lion, cooperation among producers, and in gonoral avoidance of the evils of 
oxtrciiie individualift’n without ciu.iting tho evils of iiionopoly. It is a tochnniuo 
which Books to remove tho ovila of dotoctive bumnesB orgnusiitioa, in, do'iuate 
and umatisfactory technical eijuipinont, both in personnel and uiaclimory, 
obsoloCo marketing inotho Is, ovorcjpiUlizition and oxcoasivo overhead chuigcs, 
results of lethargy and tlioughtiossnoss, inistakos and miscalculations. 

liio aim of the indudnalisl la to liavo niasimum profit, and Iiia success 
dopondu upon .(1) ii*'oduciiuj wilb minimum of coet and uiaxiuium of output, 
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will ba^o to lali 0 orders from dilToront porsoos (or difToront (unctions. Tfais 
organisation is called 'functional nianagemenV as opposed to tbo old.fasbionod 
'line' organisation. 

The lino system is a monarchical systom, in which the work of the concern 
is subdivided into departments and tbo distribution of autboiity is on tbo 
military principle. There are sovora! self-contained departments, each with a 
sub. manager, who is responsible to tlio gonotal manager. Under each sub- 
manager there may be (urther stalT, arranged in dosconding order of authority. 
It gcnovally secures a certain amount of ofCicioncy, speed and certainty in work, 
but tbero are certain disadvantages too. In tbo first place, the system depends 
upon tbo ability of a single individual. Secondly, it cannot be expanded too 
e.isily , and thirdly the organisation o( work in ono department may be quite 
diUeront from tbo organis.ition of work in another dep.vrtment; and this lack of 
coordination between different departments may result in waste and inefficiency. 
Finally the lino system places greater emphasis upon discipline and not bo much 
upon productive efficiency. 

However, the combined lino and staff syttom is an effort to strike a 
biiUnce between tbo functional and tbo line systems, Discipline is maintained 
on the basis of the lino system, but efficiency is developed by having advisory 
staff, who will advise the management on all problems of technical efficienoy. 
Tbo purpose of tbo staff is to give information, advice and practical facilities to 
oiocutivo officers. For oianiplo, s special staff may advise tbo general and 
anotboi tbo sales manager, while a third may collect information and giro advice 
on maikot Tose.vtcb. 

Thus scientific managomont is ebaraetonsod by replacing guess work and 
tiaditional methods of doing business by motbods based on systematic knowledge 
ami research. Instead of the ongagomont and discharge of a worker by the 
piocoss of trial and error, the qualities required by him for the most successful 
perfoimance of his work are ascertained by a systematic enquiry. Instead of 
being allowed to pick up the methods of bis work as best as he can, a worker 
receives a c^iotul training in the most suitable woiking melhods levealed by 
previous investigations. Instead of using the traditional form, weight or quality 
of tools, be is provided with those which tosoarch has shown to bo most suited 
to the conditions of his work. Instead of payment being made to the worker 
on some traditional basis, efforts are made to devise some scheme which will 
servo as an incentive to production. Instead of each member of the management 
from the general manager down to the, foreman being burdened with a vast 
number of multifarious functions to perform, ho is enjoined to specialise in a 
smaller number of management duties. 

Similarly machines are kept in proper repairs and tools are of the best shape, 
size and pattern. Installation of tbe best availablo machinery and tools, study 
of materials of production, and the determination of most effective speed of the 
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niBcbiDoa, roarrangornonl of xsatoriol oguipmcnt to allow continuous Blraight-Iins 
jirotluctlon and a careful time, motion, and fatigno stndy are some of tbo otter 
foaturos of Bciontific managomont. 

Scientific managotnonl, tlicrefore, geeks to lower costs of production 
ttrougli incrcaBod and tetter ajjplication of tecbnilogy to industrj’, through 
incroRBcd BjHjcialifiaticm of tnanogeniont. through better location of individual 
ro^.pouEibility and through letter methods of wage payment. A separate 
planning department with its able and exi^ricncod manager and otfaer experts 
and a Bopareto production dopartmont with its difreranco aoctiong under the 
control of several bosses are of immense help in soenring the above objects. 

Scientific toanagement is a j>art and parcel of rationalization. The scientific 
management connotes the host organiBatiem of one concern considered as one 
unit. It is also a echemo of waste reduction and looks more to the technical 
aide of industry : whereas in rationalization more attention is paid to the 
economic side of the Inisinoss. Moreover scientific management may not 
usually lend to big buBincBS but tome form of corobioation is the usual feature 
of any scheme of ratlonalizaiioo. 

Measures of rationalization not cohnecled with labour 

These comprehend all Iboeo measures that can, cn grounds of systematic 
icBSoning, bo rccommcndod for systematic adoption by an industry for Improving 
Its lechnigue, its uaoagomcnt and Us finances. 

Boorganisation is one of the measures that may increase technical offieloncy 
vlfcct economy in cost of produc-tion, eliminate wubte, and reduce overhead 
costs. The problem of reorganisation is resolved into throe beads — merger, 
modernisation and management. 

Bationalization is of courso associated with businoes on a largo scale. It 
therefore involves amalgamaiioa, iotogrotion and modorniBation with the ohjoeb 
of elimination wasto. Froduction is coDcontraled in sovoral modernised plants, 
wasteful duplication of eilorts is avoided and uneconomic, antiquated units arc 
cloBod down. It'furtbor aims at regulalioo output so that domand and supply 
are proi)erly adjusted and prices are kept stable. A collective control of industry 
is iostitutod. Thus it seeks to bring tfae isolated, uucoordinatod, solf.coDiroIled 
and Belf.containod units in tho industry to the path of co-operation in the 
iutorcsts of tho industry as a whole. The mdustrialists are expected to cultivate 
a DOW spirit and a fresh vision, so tbat a now Bouse of mspoDBibillty and public 
Borvico emergos. There is a general desire to use tho collective action in the 
inlorcst of economy, efficiency and stability primarily to benefit the consumiog 
public, BO tbat tho policy of price maffitonance gives place to price reduction. 

Broadly speaking, raiionalisalion is the bringing of the whole of an 
Industry under intolligont direction and administration. It implies a conception 
of industrial organisation and control radically dilTorcnt from that which 
prevailed in the last century. It implies a concopUon of industry as an organic 
tody with each aoparato ostablishmont os a corporate part of the wholOi no 
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Jonger O3i>0Dt](Dg enorgy ia ialameeiae eoafltet, buJ working togother to a 
common policy nnd programnio lafd down by a directorato in whom absolutely 
nutbority over tho industry a8 a whole has been reposed. Regarded aggressively, 
it implies an industry presentiog a united front to the workers, carriers and 
consumers of its goods. Resanlod constrnctholj, it implies the organisation of 
an industry ss a corporate wboJa to such manner as to el/m/nate friction, waste 
and slip to bring tho technique and machinery of all establishments to the level 
of tho best, and most of all to order tho capacity, output, soiling activities, and 
prices of tho industry as a whole In accordance with what are deemed to be 
the present and future needs of tho market. 

Advantages. It is ealculated to socura (a) to the community greifor 
stability .and lilglier stand.ird of life, (h) to tha consumer lower prices and better 
goods, and (c) to tho pi o lucera higher and stoodior remuneration to be equitably 
(listril)utod among them. It secuios maximum Labour offociency. Waste of 
raw material nnd human effort W nvoidod Distribution of goods is simplified ; 
unnecessary cross freights, hmdeosomo hn.anci.al charges and useless interposition 
of middleman are avoided. It loads to bettor research facilities ami pooling of 
scientific, technical and businoss knowtrdgo with which coroes not only greater 
amount of profit for tho maoufacturor but also a healthier commercial atmosphere 
in society. It leads to big business units which are in a position to raise 
capital at low rate of iotorest. The huge financial resources make it possible 
for each industry to spond more on research and modern plants and employ 
better brains. 

Bitionali/ation moasuros depend for their success on more than the routine 
application of abstract schemes and mechanical principles — above all, on mutual 
good understanding and co.oiiention between employers and workers. The 
following are some of the maio recommendations on rationaliration made by the 
Bombay Textile Labour Enquiry Committee : — 

1. It is eminently desirable that all tbo'lbi'ee parties to bo benefited by 
ratioualiration, namely, the employers, the workers aud tho state as ropresenting 
the consumers should co-operate in facilitating ita smooth working. 

2. It must be realised above all that the GO-operation of employers and 
woikors is vital to the success of rationalization. 

3. If tho industry is to prosper, workers must be taken into confidence 
and earnest endeavours should be made to remove their just apprehensions. 

4. The essence of the success of any efficiency scheme is that it should 
be launched with the co-operation of those who have to work it. This must 
as far as possible be done after mutual consultation and after securing the beat 
technical advice available. 

Dangers. Tho first and foremost danger is the price policy of tho 
rationalired industry. Inspite of the clum that rationalization means lower 
prices, there is always a danger that monopoly prices may ho charged by the 
industrialists who may pursuo ftQ ontLsocial policy and mitigate the joint 
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influences ol supply and demand by restricting tlie supply nf a commodity. 
The only remedy to solve tbe problem is the public legislation to regidate sucb 
industries. Moreover, the supply of saitablo loaders and captains of industry 
is going to be a serious problem of rationalized industries. 

Another sorioua danger of rationalization is that it will lead to unemploy, 
ment. Eationalization aims at tbe increased productivity per worter tbrougb 
a rapid technical advance. But this technical progress has increased unomploy. 
mont as happened in Germany. Moreover, the integration of industries and 
standardization of products may produce adverse effects on employment. But 
this does not mean that rationalization will always lead to enemployment 
With the increased habit of investment and groiter diffusioa of education and 
mobility of labour, in the long run, there will bo no unemployment excepting 
some temporary maladjustment. 

Eationalization differs fundamentally from nationalization on the question 
of who shall he in control. Kationalizalion presupposes the retention, with 
no radical change, of the capitalist order. Tbe ultimate ownersliip, contnl and 
management of the industry is vested, not in a democratic electorate of all those 
engaged in the industry and not in government department, hut in tbe share, 
holders and other financiers of tbe combined units. Schemes for tbe increasing 
participation of labourers with the internal management and in the profits of 
the undertaking by means of works committees, workmen's representatives on 
the board and schemes of profit.6bariog and co.partner6hip do not alter th's 
fact, It is a recognised fact that rationalizalioD can never prove an alternathe 
to nutioQAlizatioo, hut it should ho welcomed during tliis period of private 
ownership so long as it would lead to improvemenl in the efficlcucy of industry 
auJ to tba raising of the standard of living of the i>oople. 

Rationalization in India 

Eationalization in Indian industries has not bean carried to any groat 
extent and the stale of affairs in this resixjct remains extremely unsatisfactory. 
Excepting in a few stray and individual cases, no systematic efforts have been 
made to rationalize production. In most cases, selection and reernitment of our 
factory workers is still in the bands of the jobber — a system which is notorious 
for its evils and malpractices. W© cannot boast of any organised attempts at 
proi>er training of tba workers, and most of tbe Indian factory workers are 
still fresh from the villages — entirely unskiUed and illiterate, the result being 
high labour turnover and absenteeism. Arrangement of premises, lighting and 
ventilation reminds us of our backward conditions. FUut and machinery are 
often out of date and obsolete ; production units often too siiull aud inefficient. 
There is waste of materials and ognipmont ; no pniiMr utilization of 
hj— products ; and industrial research is conspicuous by its absence. .Nny attempts 
towards rationalization that have boon made in Indian industries may be scon 
below. 

Cmtnt industry. This industry is of recent growth in India, and very 
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scon after itb beginning, tlio inilaslrj' TCassnUoring from intoinal competition, 8o 
much so that ita very existence wm threatened. In 1D30. the Cement Marl-eting 
Company of India was floated, and this company was entrusted with the task 
of Soiling the total output of the mombers at economic prices. This was the 
first attempt. Each member factory is assigned a definite quota to produce of 
standard specification. Freights are arranged with different railways, cross 
freights are a\oidod as far as lossible, and markets have bean zoned for various 
brands of cement. The Company has thus been able to eliminate internal 
comi'etition. reduce transport charges, a\oi(l overproduction, increase demand, 
and provide better service and lower price to the consumer. In 1D36, another 
step was taken wlierebv ten cement lactones vvoio smalgamated into one and 
weie reg'sterel under the name of Associated Cement Companies. Ltd. In 1941. 
vet another step w.is taken and an agreement was reached between A. C. C. and 
the Dalmia gioup of companies, wboichy the internal competition was further 
rostricted. 

iStiijar The giowth of this industry has been very rapid 

(luring the last 15 ) oars, but this rapid development left certain wuiknosses lit 
its growth. Sugar Marketing Board was formed to eliminate eompotition, but 
owiug to the apathy and indifference of individual factories the organisation 
failed in its objects. Since 193S. the Sugar Syndicate has been formed, and 
thoro is stricter govornmont control over production and distribution. 

Jute Induttr^. Bationalizatioo in the jute industry has taken the form 
of restriction of output In order to meet falling prices and demand, the mills 
n^reod to work 54 liours in 1929 was followed by a complete stoppage of work 
foi tliiee weeks in 1930. Ultimitoly 40 hours a week and sealing of 15% of tho 
looms for the mombers of the Jute Mills .Association was agreed in 1932, The 
stliomo could not coutinuo for long . the scaled looms woro roloasod and the 
agiuoment c.amo to a close in 1936. In 1940, a Jute Confoionce was convened 
and it was agreed to compulsorily roslrat julo acieage with the support of tho 
govornment. 

Cotton Jiulustry The Cotton industry is tho biggest Indian owned 
and managed industry in India, llio industry was not in a llourishicg condi- 
tion before tbe war. Large stocks bad accnmulated, and several mills were 
running at a loss. Internal competition had become serious. It w.as in 
193C that an effort towards rationaliration of the industry was made, and ft 
■ 5 . heme for a merger was put forward. The sebome was torpedoed by the 
opposition of a few managing agents and vested interests. In 1941, the Bombay 
Textile Labour Enquiry Committoa again recommended rationalization for the 
iudustry. Nothing, bowevoi. came out. The war gave a fillip to the industry 

and losing concerns began to pay high dividends. There was cloth famino. In 

1915 it was tbo government which enforced rationalization upon the textile 
industry. The Textile Industry (Rationalization of Production) order was 
enforced with a view to increasing piodnctioa v»t utility cloth, Tbe nuuibetot 
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varities were limited. Mills vrore required to derote 90^ of their civilian 
capacity to production of utility cloth, and uniformity of quality of production 
WaS also required. 

Engineering Indmfrg. In this industry rationalization has taken the 
form of the introduction of new measures of efBcieocy accompanied by reduction 
in number of workers. In the Iron and Steel Works at Jamshedpur, production 
has increased per unit on account of introduction of labour-saving devices, 
increase in wages, extra bonuses, and necessary rest-pauses. In Agrico, production 
has considerably increased on account of introduction of piece, wage system. 
In the piece-work system the machine hoar record is pitched up to such a high 
level that earning of appreciable bonuses Is usual Similarly, in the Indian 
Tin rUte Company, production has increased uniformly and considerably on 
account of this intcnsidcalion. It is, however, in the Cable industry that 
intensiGcation has been at its worst. While production has increased by over 
250 per cent, operatives have been redocej to half. But in the majority of 
these establ’sbmenls there has been intensification of labour for which workers 
have not obtained benefits through reasonable increases of wages rates, while 
necessary* rest-pauses are limited only to small sections of the labour force. 

This rapid review of the stray attempts at rationalization In Indian 
industries shows at ouce that they at present exist on a precariocs founda- 
tion. It is only the cement iodnstry which presents a rudimentary fonn of 
rationalization. 5N3me of our major industries are in a chaotic condition. It is 
clearly evident that we have failed to keep pace with other important coun. 
tries of the world. Oar industries are still organised on individualistic line®. 
Indian enterprise still shows lack of ingenuity and foresight. At present the 
minds of our industrialists are focussed only on'the manufacturing costs, market 
prices for similiar articles, and the maiimum profits that could be derived from 
the sale of their goods on the merits of present abnormal demand. We may no 
douht pull on without danger so long as the present demand lasts. Bat, as 
soon as transport facilities by sea, tail, road and air become easy, these indcstrie^ 
will have to face an unprecedented and planned competition from foreign countries. 

It is nrgently essential, therefore, that our industries should be rationaU«ed. 
Our industrialists must know that their present fortuaes will not continue to 
favour them for ever. In order to save us ftoni the economic ruin that would 
otherwise overtake us, we must rrorganisa our industries. Our indostrial 
organisation needs a thorough overhauL Ritionalization measures must be 
applied, overhead expenses oust be cartaUed. icdividoal rivalry oast be stopped 
and distribution of prodaeta should bo brought up-to-date. Inefficient units of 
prodcctlon must be discarded and closed. Greater attention oust be paid to 
human factor to eliminate high labour turnover and absenteeism, to bring about 
stable factory conditions and to secure banncnlous relaticuship between capital 
and labour. 
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Test Questions 

1. A\*bat is '‘Rationalisation’? DJbcuss tbo problem of its application to 

Indian industries. {■Roll^^t^^J B. Com. 1947) 

2. What do >ou understand by Scientific Management.* Is it different 
from KrtionaFs-ation ‘ Eiplain clearly. 

3 Discuss the principles underlying Sciontific Management. 

(Bonibai; B. Com 1947) 

4 EspUin m detail tho 'lino' tjiM} of organisation. In what way is the 

fine and staff an improTement ' (Bori5ny B. Com. 1945) 

5. 'Scientific management mvohes in its essence a complete mental 
reaolution CD the part of the workmen and an eijually complete nrolution on 
the part of those on the management eide.' Discuss (Agra B. Com. 194-) 

C\ Write a critical noto on Balionatization with si'oeial referenco to Indian 
industries. (Agra B. Corn. 194o) 

7 0/ t'M> Jurgou-'caJp w^anwjtionA oicr? Mbres the 'iwe' prJncij'le and 

tho other is OTginisod on tho 'lino and sUff princ’iplo. Discuss their roUtiae 
cffic'oncy. gtting reasons for jour answer (Bombay B Com. 1941) 

8. What is functional organU.ition* What general principles must ha 
obseraed in building up this tj pa cf organisation.' (Bombay B. Com 1944) 



CHAPTER XIV 


INDUSTRIAL LABOUR 

Tho rise of wage earning classes in Inflia hag been slow. The causes are 
not far to seek, before the advent of modem indastrial ora, bj' far the greater 
l«3rlion of people lived in villages whore collective or individual ownership of 
land prevailed. The cultivator was economically independent. Whenever any 
extra labour was required, it was sopplted by neighbourers who wore given a 
customary jKiyment in kind. Industries were carried on small scale, cooperation 
among industrial groups was common. Industries in towns wore carried on by 
master craftsmen who managed their affatrs with the help of apprentices who 
in course of time themselves became master craftsmen and therefore there was 
no occasion for formation of wage-carotng classes. With the rise of modem 
industrialism, there wore three factors that helloed the growth of wage earning 
class. Cultivation became unprofitable. Secondly artisans could not stand the 
competition of foreign machine mannfacturos, and they became wage earners to 
earn their livolihod. Thirdly the menials for whom the local needs had been 
outgrown and for whom the customary payment sn kind was proving Insufficient, 
began to move to the towns in search of employment. 

Labourers as a class first appeared on fanns as peasant fanners who hired 
themselves out for a part of ttino. It was not till the middle of last century 
that labour in organised industry first came into vogue chiefly in connection 
with the Pnhlic Works Depattmeof. A little latter mines began to be developed 
and in the second half of the last century, establishments of plantations and 
factories attracted industrial workers from different parts of the country. Since 
the first world war, the pace of industrialisation quickened, and with it incroasad 
the number of industrial workers, and the extent of labour ]>roblems. 

Characteristics of Indian Labour, The most important characteristic 
of Indian labour is its migratory character. The factory workers in India 
e^en to day do not constitute a distinct wage-earning class as in other countries. 
In India they are generally drawn from villages, and they retain their love 
for village life. 

Inspite of the dense population the fact remains that at times Indian 
factories feol shortage of ^ands, particularly of skilled ones. It can be partly 
attributed to the fact that villagers aro drawn to the factories only wlen they 
can find no emploiTuent in villages, and when conditions in villages improve 
they leave the town; and the factories experience scarcity of bands. 

The workers in India are drawn from distant places and areas. It is on!} 
seldom that in any industrial town its labour forco comes only from suburbs. 

It means that in big towns like Calcutta and Bombay labour forms a betoro- 
il9 
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goneoue ma6«! with \arious religions, different languages and customs. This accounts 
for lack of unity and organisatioo among the labour population of our country. 

Another characteristic of Indian labour is its inefficiency, Indian factory 
worker is proverbially loofdc'ent, and compares very unfavourably with 
the workers of other industrial Countries Attempts ha^e boon made to oxplaio 
tliis inefficioiicy in terms of mathematical comparisons of output of the \vort.cta 
of India and othor oouotrioa. Tbia. however, is not the correct upproaoh, as 
tho Indian worker has to work under entirely different end decidedly inferior 
conditions than those ehtainingin other countries. 

Causes of Inefficiency. The causes of tbo inferiority of tho Indian 
worker are many — soma of thorn ioberent and fundamental while others are 
ephemeral and transitory. Enorvating Indian climate affects adversely tho 
efficiency of the worker. Artificial hnmidification in cotton factories in 
India is highly injurious to the health of workers unless properly regulated. 
Industrial efficiency, on the other hand, depends upon different factors such as 
vigour and vitality, education and training, regular and steady attendance, good 
working conditions and efficient labour management, which in our country are 
grievously lacking 

The most important cause of inefficiency is the migratory character, 
Tho chief cossorjuenccs of this incessant migration are a low standard of 
teobnieal efficiency, an absenco of responsibility arising from treatment of 
factory work as a disagreeable oeoessity. Tba workers from tbo villages come 
to towns for short periods usually to tide over temporary difficulties. As soon 
as they have earned a certain amount ol money or condUlons in the village 
improvo they returo, and leave the factories at tho mercy of fres^l recruits. 
Thus in many Indian factories production is carried on by workers fresh from 
tho village, When tho worker becomes fit for factory after several months’ 
•training he is thinking to go away. On tbe othor hand it would be wrong to 
suppose th.vt the Indian worker is himself an agriculturist or has any direct 
intetest in it, though be contrives to regard his village as hia real borne. 
Nevertheless be is at heart a villager having a village tradition and a village 
upbringing, and very often tbe worker tries to maintain this contact. The 
contact may be close and constant , it may he elandei and spasmodic or it may 
be only an inspiration rather than a reality. 

Tbe migratory character is oiplained by tbe fact that tbe worker has no 
attraction in tbo town. He comes because ho is compelled to do so. As the 
Royal Commission on Labour remarked “be is pushed, not pulled, to the city.” 
The growing pressure of population on laud, uneconomic holdings, unemploy, 
luent in villages, social disabilities escape from tho money lender, avoidance of 
seasonal idleness— all these are causes which compel the worker to go to town 
in search of employment. Whatever be the cause, he retains his village 
connection and hopes to return at the earliest possibie opportunity. 57 
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The causes of retention of the village connection are that as the worjiei* 
is a member of a Joint family, ho always has some interest behind in the village. 
Moreover he leaves his family in the village as sufficient room is not available 
in the city or suitable employment for women is not readily possible. In the 
village women and children can find work and thus add to the family income. The 
wortor does not feel quite at home in the artificial city life, and the strange 
environments subject him to severe strain and bo becomes a victim to sicknoss 
and disease. The fatigued body and ovvir stimulated mind find dangerous 
relief in alcohol and gambling. 

Tbo Boyal Commission observed, that this connection has certain advan. 
tagos and is a distinct asset, and the general aim should be not to undermine 
it, but to encourage and regularise it. The very tenacity with which many 
indnstrial workers^with littio oncouragoroent have retained their village 
connoctiofis shows tbat the system has deep roots and cannot bo abolisbod 
easily. There are certainly defects In the present system but these defects 
can bo cliininalod by the powerful and sustained efforts of the employers. 
Workers drawn from the villages have a better standard of pbysiquo’than 
jicsscssod by urban population, and the combination of rural and urban life 
brings a width of outlook which is apt to bo lacking in purely urban or rural 
worker. Further in times of strikes. lockouts or uDem))loymoDt tbo worker 
has always something to fall back upon. Moroover, there are iffl{>ortsnt. 
educative effects, the healthy and wholesome influence of which cannot bo 
overestimated. 

Loic icages- Vigour and vitality are lacking among the largo sections 
of Indiad population. Large numbers suffer from ill. health arising from 
malaria and other diseases which sap their vitality. The medical aid avail 
able at present Is hopelessly inadequate. The worker duo to his low wages 
and grinding poverty cannot procure the necessary aid for himsolf. Moroover 
a substantial portion of the wages is speut on drinking and on iBjurious* drugs 
which give the worker a temporary relief from the fatigue of day’s work. This 
leads the worker into the parlour of the money lender, and a part of wages 
goes either as interest or for return of the principal and therefore the worker 
is not able to obtain his necessaries out of meagre wage tbat is left after such 
payments and consequently his efficiency suffers. 

Lack of Education Facilities, General and technical education are 
lacking in our country and are lesponsiblo for irregularity of attendance so 
common in Indian Factories. The workers are mostly illiterate and lack of 
education stands in tbo way of promotion of workers to suitable and higher 
responsible positions, and the bigbest position bo can at present attain is tbat of 
a jobber. Once be becomes a jobbor, there is no initiative loft In him since 
the indnstry offers no'promiso for further botterment, and consequently he 
flegenorates'into inefficiency. ^ 

Trying Conditions. Low wages, long working hours, trying working 
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conJitious withiD the factory atjfl unsnitaElo houaios conditions without, spoil 
dis'ister on tlie workers' eEficiaaej. Thery is no suitable housing accommodation 
avaihUla inside the factory or oren in the immodiate neighbourhood and the 
workers often have to come from long distances. Lack of cheap transport 
system and long working honrs during the day thus account for many late 
arriTals. The Indian worker is drawn from rillagea and he is not used to 
rigours of factory discipline. The absence of good working conditions, insuffi- 
cieiit lighting, oxtieme temiioratures, and long hoars all treed in him a loitering 
habit, and in the end encourago absenteeism on the part of the worker, which 
IS a sort of protactne donee to pre\6Dt then break down on account of enervat. 
ing conditions in the factories. Absenteoism necessitates the maintenance of 
a 'reserve' force and leids to the employment of inferior substitutes and therefore 
to inferior work. 

Difectice lieciiiilmenl. The recruitment of workers is usually iu the 
hands of a 'jobber' uud overj recruit has to pay bis 'dasturi' to the jobber 
boforo ho is taken. Ibero is utter absence of any leave rules, tUereare 
arbitrary appointments and dismissals. Heavy fines without cause are inflicted , 
piymsnt of wages is delayed, and consequently the worker loses interest in bis 
work. The worker depends on the jobber for bis appointment, transfer and 
promotion, and jobbor therefore has to be continuously bribed. The jobber's 
luuome depends on the number of new appointments, end bis interest lies in 
dismissals and new recruitments. Wbeneter men return from leave, they 
are refused to be taken and hence the high labour 'turo.oter' in our country. 
Costs of production are mcroased.and elTiuency of the worker suffers. 

Cut off from bia family and domestic surrouDdinga. living in a dirty, 
higlily congested hotel, working without break for long hours in a noisy, 
smoky atmosphere mside a dark, dirty and dingy factory, and not earning 
euoiigu to make both ends meet in a decent manner, tyMunised by mahajans 
and jobbers for all sorts of dues, legitimate or not tbe Indian industrial labourer 
can baldly be blimed if be cannot take an active interest m his work and he is 
found inefficient in comparison with workbrs of other countries. 

Inefficient Management : Tbe organisation of labour in Indian factories 
is highly defective and leaves many things to be desired. Besides the faulty 
recruitment, there 'is no provision for training of the worker, there is no 
amiable direct touch between tne employer and his men, and a sense of eS2)trit 
de crops is generally lacking. There is no proper supervision of the work; 
usually the worker baa to content with outjoLdate machinery, defective plant, 
and inferior raw materials. There is Do proper lay out of works ; and co.ouli. 
nation of various departments. 

Housing of Industrial Population 

A remarkable characterietic of the recent economic development in our 
country has been the growth of congested and crowded industrial towns. 

, Though tbe progress of urbanization has boon slow, yet the problem of housing 
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and congestion is perhaps more acuta here than* anywhere else and the country 
abounds in some of the worst slmns ol the world. Hardly in any industrial 
country, the growth of towns has been bo colossal, the provision of labour 
settlement so inadequate and the state policy towards industrial welfare so 
callous as in our country. The appalling conditions of housing are largely 
responsible for the instability and consequent inefficiency of the Indian worker. 
The” whole future of Indian industry is bound up with an improvement in the 
hygienic conditions in the great industrial centres. 

The problem of industrial housing is easy where factories are set up in _ 
rural areas or at some distance, and where land is cheaply available. The 
labour is here housed either in neighbouring areas or in tenements constructed 
by the emplojer himself. In large towns however, like Bombay. Calcutta and 
Kanpur, the housing problem has been one of the most difficult. Land is 
scare, and over-crowding is unimaginable. Insufficient accommodation, the 
dark and stuffy interior of the tenements and their squalid surroundings are 
the chief features of a working class colony. In practically every industrial 
centre the evil of overcrowding is present and there exists a shocking state of 
affairs. A very large number of bouses for iodastria! population is the mertst 
pretence of housing, incredibly damp, ill.ventilated and with no privacy and 
Some of the huts are leafy shelters and others are so low that one 
^ould only crawl in and out of them. 

In Bombay, the industrial workers are boused generally in one-rcom 
tenements called cbawls. "The conditions here are most appalling. Personal 
inspection of one of these leaves recollections which will not be easily forgotten. 
Entering the shed and passing down a dark, narrow passage— so narrow that 
two persons could scarcely pass one another— one had to' grope one’s way to 
the doorways of rooms upon peering into these, it was impossible to ascertain 
vfhether they were occupied or not. Not a ray of light ijenatrated them, and 
this at noon on a bright sunny day. It WM only on striking a match that the 
rooms were found to be inhabited,” (Hursf) 

‘These chawls which differ considerably in appearance, construction and 
size all have for their object tho bousing — one is almost tempted to use tbe 
expression ‘warehousing’ — of large numbers of the labouring classes in as cheap 
a manner as possible. Tbe ground floor rooms are invariably dark, dismal and 
nnhealtby, and often permeated with obnoxious effluvia.” Many chawls are in 
a bad state of repair and a constant source of danger to tbe occupants. Sub- 
letting fs common, and this aggravates over-crowding. Lavatory arrangements 
are hopelessly crude and inadequate. 

In Kanpur conditions are almret similar. Workers are housed in 
single-ioom tenements called 'ahatas* cud in order to meet the increasing 
demand for bousing every racb of available space has been utilUed to erect 
a new honso. Bents are exorbitant. A house here is not worth Us name, and 
uj^y oe ‘»lled a den or literally a hut. Most of them* are extremely insanitary 
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«nil ovor.crowdia. Tlia conAliona are most appalline and abonl C45i of the 
laboorioe poi.olation ia homed la iheea dark, diosy and disoaso.ridden hoiola 
'Vhicli Haiti, ot iirotcct the irotkei (ton eold bleats nor acorahiog wioda In 
rains ival.r Uows ia l.de and the hat ia a pool and ia .unmet it is eaaeatially 
a^ Ore-place. The Oarroporo Labour Enijuiry Committee obaenod, "A night 
MSit for a alrangot to those aroaa » a risky undorl.iking-spt.ined antlo is a 
certainty while a broken neck by stumbling into a goodly.sirod blind welt is 
not an inposaibiliti , No cleanliness, an coneortancy, inadoguato water supply, 
unlit roncls and sanitation absent.” 

Conditions in othar controa are not different, in some caso, as Howrah 
tl.oy are worse. In Calcutta and Hownih the evil is more serious as about 
80"/o of tho labour of the i.rounco is housed in these two cities. Eccently 
however attompts have been made to improto the conditions. Emplojers have 
huiltatumhor of suitable tenements m Calcutta, Bombaj and Kanpur. It 
was in lays that Improvement Trust undertook the task. Ibough tho trust 
has done really useful work, but It could not go very far, and lack of co-operation. 
ua>. of presouce of actually hostility between tho trust and tho municipal 
corporation, limitatiou of povvers financial difficulties and opposition of landlords 
comjwUed tho Trust to confino ilsolf to meio 'slum patching.’ About 20% of 
tlie v?orkoiB in liomhay, Ifi^ in Ahcuclnbad. 12% m Sholapur reside in 
fiuartors provided by eiiiplo>ei 8 . The condition ou tho whole are extremely 
uiibatisfjctory/ 

In some industries conditions aro. no doubt, much letter. The Jiousing 
arrangements at Jamshedpur by Tutae, and at Nagpur by Empress Milts are 
commendablo. In both cases employees aro encouraged by loans given on liberal 
terms to build their own bouses. I'lirtber slum cleaiance programmes hav e 
Loco undertakou by the mnnicipalities m Calcutta, Bombay, Madras uud 
Kanpur, and by linproTement Trusts and Ports Trusts. Considering the 
uiconitudo of tho problem, whatevci bae been done is simply msignificant A nute 
in 121 ) by Improvement Trust m Delhi showed that 68,000 persons lived in 
couditi 33 of congestion prejudical to health. 

The Industrial Housing Scheme of iJw Government of India. The 
Government of India’s now industrial housing schonio is by far the biggest 
plan of construction ever undeitukon in India, and is also one of the biggest 
of Its kind in the world. 

' Under this schouio, ten lakh houses for Indian workers will be constructed 
iu tho noxt ton years and finally they will bo distributed ss follows amone tie 
various industries ! F.ictones seven and a quarter lakh : plantations a little 
loss than two lakhs ; and docks, etc , throo foniths of a lakhs. This distribution 
is based on tbo number of workers undei each category, who have not beet 
provided with approved housing. 

' Tho total cost under this ^cherno is estimated at about Es. 300 croros. 
Tbu Central Government wilt contribute towards the capital cost to the extent 
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of two.tliirds, in tho form of an intorest-froo loan, ^viiile ono.tliird of tho capital 
cost is to bo contributed by tho Provincial Governments. It will be provided 
to build up a sinking fund out of which tho loan will be repaid iu 25 years. 
The annual recurring cost on thia project, inclusive of liability under the sinking 
fund, repairs, etc., will come to Rs. 22 crores. 

The execution of the plan will bo the responsibility of the Provincial 
Governments subject to tho Buijorvision of tho Central Government. For this, 
the .Central Government will maintain a staff at their own cost. Employers' 
contribution will bo in tho form of rent for quarters allotted to theit workers, 
and the rent so charged will not exceed 3 per cent, of tho total cost. The 
workers will also pay in tho shaiio of rent quarters occupied by them. 

It is proposed to provide in tho now houses, two rooms, a kitchen with 
space for storing food and fuel, and an independent bath-room, a lavatory, 
verandahs, both in front and at tho back, and a courtyard in the case of single, 
storey houses. Electric light will bo provided as far as possible. There will 
be provision for schools, sliopping centres, itarks and playgrounds, dispensaries, 
community radio receiving sets, libraries and reading-rooros for the benefit of 
workers in each compact area. 

This present ecbomo represents immediate and not the ultimate objective 
of our national Government. But it is a beginning in tho right direction, and 
with tho co.oiieration of the Provincial Governments and omp)oyerB on whom 
rests a heavy responsibility. -it will be possible to vouchsafe to the worker 
not only the comforts and amenities to which ho is entitled, but also the human 
dignity, which has most unjustly been denied to him. 

Effects of Bad Housing : 'Good bouses me-an the possibility of homelife 
happiness and health ; bad bouses spoil squalor, drink, disease, immorality 
and crime and in the end demand hospitals, prisons and asylums in which 
wo seek to hide away the human derelicts of society that are largely the results 
of our society's neglect.' Suitable living accommodation with cheap rents 
would remove many of the present evils. It is in these crowded areas that 
highest rate of infant mortality obtains. Over-crowding is the chief cause of 
many diseases like T. B. Housing has a direct effect on family life and there; 
fore on labour turnover, domestic economy and vital statistics. Over-crowding 
has a direct affect on the health and efficiency of the workers, their growth is 
stunted, minds undoveloped aud the bodies sapjwd of tho vitality because of 
frequent illness. 

If workers' efficiency is to bo increased and in order to socura o contented 
labour force it is highly necessary that a vigorous housing scheme must be 
undertaken. Housing evils are a blot ni>on the society and a reflection upon 
the intelligenco, right-mindedness and moral tone of tho community. Some 
suggestions are made as follows « 

1. Decentraliration of industries. Factories as fat as possible should be 
Scattered over wide areas, and there should bo no concentration of them in few 
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towns. Now (ttctorios should not he ellowcd to ho sot up In big towns They 
should bo ratbor encouraged to shift to rural aroas where land Is cheaper and 
easily available. 

3. ^tro'ng municipal by-laws should rcguUto tbo houso construction In 
tho cities so that now houses which conform to cortain pattoro, are allowed to 
ho built. 

3. Improvomont Trust should bo set up with sufficient powers to enforce 
its decisions, and municipal boards and Iniproaoment Trusts should wor£ in 
co-operation with each other 

4. Land Acquisition .\ci should bo passed whereby the authorities be 
enabled to acquire land where avaiUblo for houso construction, and tbs available 
space in towns should not bo allowed to bo further coogostod by new cons, 
truction. 

5. Incase of now facloiios responsibil'ty for bousing woikers should 
be laid on tho omploycts. 

P. Co.opcrati\o stbemos of bouso-buildlng may bo undertaken ; cheap 
loans may bo ghen to workers togothor with other facilitios for bouse cons- 
truction. 

7. There should bo uvailablo cheap and officiont transport system where, 
by tho workers can como to tbo factories and workshops easily residing out-side 
the town at dietancos. 

8. The go^o^nmoDt must assueno tbo rospoosibility» and must take up 
bousing programmes as one of tbo impoitanl subjects. Adequate grants should 
bo ghoD to Iniprotomont Trusts, and they should bo allotted some somees of 
recurring incomo, 

ladusUioI Disputes 

It is not known when the first strike of tbo ontiro labour force in an 
Indian factory occurred, but from the beginning there were loosely organised 
refusals to work. In 1877, weavers of Empress Mills, Nagpur struck in a body 
because of a misunderstanding on wage rates. Since that time, fiequent dis. 
agreomeots have arisen, many of whicb have been marked more by such ill. 
temper as is expressed in the throwing of a weaver’s shuttle through a window 
than by^'considered demands 

The idea of common action came late to tho workers as a whole. In 
1830 one man wrote. ‘'Workers ere not yet organised, no record is kept of 
disputes, their occurrence being so rare and their duration never being more 
than a fow hours." Another report says that whenever those slight strikes, 
as they may bo called, taka place, the invariable cause of them is on tho part 
of employers fining the employees for bad work or attempting to reduce their 
wages. But such disputes are always amicably settled. About 1895 workers 
had developed a little consciousness, and these several strikes had taught them 
the power of united action In 1905 electric light was introduced in the 
factoiies; working hours increased and many sporadic strikes took place. 
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Botweon 1907 and 1911, labour questions came to bo discussed moro and more. 
Upto 190S, howovor, Tvorkors’ actions romainod irregular and sporadic, ^vhen 
occasionally thoro was united action, it was rather of a mill mob aroused over 
a particular, temporary, purely local and often personal grievance, than that of a 
business like trade union. 

‘ During the war thoro was a cerlam amount of unrest and a number of 
sporadic strikes took place duo apparently to changed conditions. The war 
swept all the old land marks out of oxistonco and created now forces and 
circumstances which compelled action radically different from the traditional 
policy of the past. Strike came to be regarded as on ordinary woaxxin of industrial 
warfare. Prices were high and wages rolatiiely low and discontent was rising. 
All classes of population had been so stirred by the now currents sot in motion 
by the war and tbe whole economic life so stimulated that after 1017 a 
largo crop of strikes took place often over trivial and ill.dohned issues. From 
1919, the strikes worn mainly directed towards an increase of wages and the 
securing a ^0 hour day. Cases of concerted action, including large numbers of 
workers, became more frotjuant, sometimes more orderly and certainly more 
successful. Ko longer limited to single groui^s or departments within a factory. 
They came to affect group of mills, even all the mills of a given industry in 
big industrial centres. Employers were making largo profits and strikes 
tberaforo were short. livo<l and oftoo brought increased wages. The first strike 
uffooting entire industry in cotton trade occurred at Bombay in 1918. By 
January 1919 practically all the 1,50,000 hands in all cotton mills were on 
strike. The strike situatioi} was serious in 1010.21. The situation became 
rather quiet with the gradual restoration of normal conditions. The increased 
wages secured during this ])eriod continued but later when wage cut were 
made, they gave rise to fresh disputes. The years 1026 and 1027 were oompar. 
atively quiet. 

Tbe years 1923 witnessed industrial warfare on a scale cot known before, 
and industrial unrest swept all over the country. Tbe biggest strike occurred 
in cotton mills of^Bombay effecting the entire industry, others being in Calcutta 
jute mills, Jamshedpur, Kanpur, Sbolapur, and on East Indian and South 
Indian Bailways. A court of enquiry was set up ; relief measures were 
Organised in Bombay. The Fawcett Committee considered tbe demands of 
workers fair and reasonable. In 1928 strikes, communist inSuence was respon. 
siblo for violence and torroriso. 

In 1929 the number of dispotes considerably declined, tbe most im|)ortaDt 
strike being in Bombay Cotton Mills. Tbe provisions of the -Trade Disputes 
Act, 1929 were utilised for the first time, and a court of Enquiry was set up. 
Tbe Court of Enquiry .Uid the bUine on the extremist section of tbe workers — 
CriVnj A’nmgnr «n»on — an organisation influenced by communists. 

In 1930 there was severe depression, and serious party couQicts arose 
among the workers so that tboir energies wore directed towards 'their organ!. 
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Balion. Moioo>ert!io arrointmont otthe Royal Commission on Labour raisoil 
bojxjs (or roform. Tbia meant a consnlerablo decline in tho number of disputes. 
Workers' organisition suflerad a set back, and as ileprossion deoiiened furthor 
cuts were mado in wa^e«! •n-hich the w-orler could not resist. The number of 
strikes in 1932 Was only 11b— the eiimllest on record Tho depiession was at 
its worst in 1933, and woikcrs were bit hard by wago reductions and mass 
Mnomi'lo>ment. Workers organiswl strikes but failed. There was serious 
relronchmont o\er tho lailwaye In 1934 there was a big strike in Bombay and 
Sliolai'iii leslile mills which in tho end failed. This led to the passin'* of a 
Trades Disputes Conciliation \ct by tho Government of Bomb.iy in 1934. Thus 
lotweon 1930 and 103b the number of strike remained fairly steady at 150 a 
>cai. year 1934 being an excopliou. 

From 1937, however, judging from the number of strikes and that of tho 

workers involved, unrest and discontent seem fo have increased in intensity, 
Tho number of stoppages of work was 379 and J99 respectively in 1937 and 
rjJS, affecting 01,b00 and 40.000 workers und involving a loss in working days 
to tho extent of 9 millions ID each >ear. The advent of ProvineMl Autonomy 
and coming in of Congress Ooveroments revived ibe hopes of the workers and 
Ibe turn in industiul prosperity |<erbaps improved the prospects of successful 
stiikes. 

The effects of war on industrial relations are inconclusive. Judging from 
tbo number of stoppages of work it cannot bo said that industry bad a quieter 
period than before. The number of strikes sinco 1939 has been as high as in 
previous >oar8. Indeed in 1U42 was tho high water.mark of disputes, the 
number of strikes being as high as C5I. No other t>eriod could compare with 
this year in intensity snd tho dimensions of unrest. This was however an 
exc-eption.lI year and many of these strikes were duo to political unrest. Since 
Government end employers were anxious to avoid any disturbances likely to 
hainior war production With a view to reduce strikes and stoppages of work 
action was Uken to promote various schemes of welfare work and negvtivoly 
the ■’ovorninent took poweis, to prevent strikes and lockouts by mxkiQg them a 

penal offenco unless proi>or notice was given and until two months hvl elapse J 

after the Court of llnquiry or Board of Conciliation, if one was set up, had 
given their findings. Wages were increased and dearness allowances ware 
readily sanctioned. 

During the war I'eriod, the collective need of winning the war demanded 
temporary subordination of tho profit molivo of the capitalist and of the ‘right 

of strike’ from the worker Immediately after the end of war, feeling that 
'no strike pledgo' is no longer in force labour seoms to have tiken up a 
belligoront attitude. Consequently, some industries hvvo been panlysed, 
while in othors threatening proposals to down tools are looming hrge Only 
recently tho piolonged Tramway strike ended in Calcutta, there has been a 
58 
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etriko in tbo ehijiyanl nt Yizigapdlam ; workers in texUIo miUs at Surat Navgari 
and B-ircxU have already gono on strike and notice of strike lias already loon 
given in various other industries. The retrenchment policy of Railways seems 
to ha\e in store a serious upheaval. 

The years 1945 and 1946 were the landmarks in tbo history of tho 
industrial relations. Tho year 1946 was a peak year in regard to tho number 
of strikes. Tho strike wavo that swept India during tbo year 194G wai 
unique in its range. The strike fever afflicted almost all classes of workers 
from the scavenger to tho school teacher. It attacked not only factories hut 
also schools, hanks, -insurance compantos, railways, municfpafilios, officers, 
tram and bus companies, police, navy and air forces. Dominating almost 
fill spberes of economic activity, tho strike wavo was a challenge to the 
traditional ideals of industrial relations. It indicates that the old economic 
order is fast breaking down and the old processes and procedures have become 
inelToclivo and call for newer and fresher mothoils. In short , vast fortes of 
fundamcntul nature are rising end our social organism heaves and tosses like a 
rudderless boat caught in a storm. 

Inspite of tho incQ<isaDt attompts of tho Interim Govommont. all labour 
legislations, labour bills and cooforonccs it is strange to see tho growing 
discontent among labour. 

Causes of Disputes- The published statistics relating to causes of 
disputes give a general idea regarding them. They are wages, hours of work, 
porgonnel, working arrangement, trade unionism and oliicrs. 

Of the 4,G22 disputes between 1921 and 1041 , 2,044 or just over 07 per cent, 
woio duo to Wages and bonus questions. This was inevitable because in India 
tho wage is more or less the solo arbiter of tbo standanl of living and has 
a greater significance to Iho worker than any other aspects of his conditions 
of work. The utter lack of any basis for fixation of wages in India, oscopt 
tho over.calculating bargaining power of the parlies lias provided a most fertile 
field for tho growth of dlsputos. 

In recent years tho most unportant single cause of strikes was ocooom^, ' 
tho gap between low wage and rising cost of living winch has showed an 
upward trend in all industries, 

QuestioDE concerning tho reUlion Lot ween workers and managonionl or 
between some workers and others comitoodiously tounod ns poraonncl rank 
only next in importance to wages. Alleged v ictirai/ation, distnir.S'jl of 
workote actively associated with trade unions, nun. recognition of unions, Ibe 
dislionosly and corruiition of jobbers and other inlortncdiaries and re. instate- 
incut of certain dismissed persona — such mattoi-s are included in the Torsonnol' 
causes, and they account for one of every five disputes that occur. Such 
disputes are very common in India aod in number they are without parallel in 
tho world. 

Uours of work are rosi^nsihlo only for a small i)orcoDlago of tho disputes 
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111 our country. ^Yhon llie houn of woik aia e\M«ii"eJy loii« the woikeis tiy 
tn loiist thorn 

Woi hiiij coii.Utiou<i such .\s insiuitiry cooditinns had housing, defective 
nnc!iinni\ account for .i certuii peicoiitajo. and tliaro occur eorfaFti disjaites 
f‘'i' wliich ttioio is nj definite cause 

itecontly ti.ilo un'iiniaui has Iieou resivinsthlo for disputes and the willing 
ness and lofnad on tlio put of omployoiB to loutgniro the trade unions has 
I eon a fiuitful soiiico of stiil.es The tiade union inoyomciit is gaining sticrgHi 
and ha.s como to stay The ouiploaois who no oot accustomed in this country 
to Iilioui orginisition finil in this now moaamant a clialleuge to their authority. 
Occss’onally there is a temxir.iry dislurhinca in lelittons, and minor issues aio 
given piominenco and lead to stiiLea 

Tlieio are certain c.uiee whivh have no honing whatever on economic 
problems or working condit'ons in the factories Aiiival at the industrial 
centra of i pohticvl lo ulei. xnniversiiy colohiatioD of a groat patiiot, the docli. 

I itioD of boyoott oi a hartxl aio all »t>|i->o(l on occtsioas tor v holiday, and have 
gonenlly no more effoot than loss of a working dav unless an unwise employer 
takes disciplinary action It ntonce gisos rise tn bitterness and may leai 
to strike. 

Under the present svsiem of recruitment, the jobbers often base groit 
inHuenoe over men working under tlio'o. and if these are disemssed, the men 
sometimes out of sympitliy but more tbroDgb fen. etnke work and refuse to 
TOtuin unt’l the jobber is restored 

Absence of .my deSnite cods of rules concoining Iowa, holidays condi. 
tions of servics. arbitrary dismissals without notice or change in the woiLing 
conditions without their consent fining the workers arbitrarily or subjecting 
their wages to uniuthorised and illegal deductions vary often embitter the 
workers, and they resoit to strike and continue until their grievances are 
lod reseed 

Them is no suitable and piopoi organisations or other machinery to 
carry to negotiations between men .ind employers At times minor differen. 
cea aio given undue importmco, which through a proper ajiprovoh, could 
ho easily settlocl. It has been found many a time that the workers dou t 
know their own mind at the time of stiika Strikes are declared and it is 
only later that demands aie foimnlotad. If there are strong trade umoiis, 
irresponsible action will disippear. Bust the grievances and demauds should 
be (liscussod among the woikers, and then the demands bo made known to 
the employer It should be on the rofasal of the etuployei to heai tlisii oi to 
redtoBS their gi iovanccs that resort to strike should he taken. 

Most of tlie Indian woikers are illiterate and ignoiant, and tliey still 
depend upon outsiders for leadership. Many unaoruplous persons have 
esploitod this ignorance, and try to create disharmony and bitterness. The 
‘briefioss barristers’ thrown up by an ill adjusted educational system, too often 
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havo (ouiiJ an opportimitj for notoriety and occasionally for eoclal and poHti- 
cal aclvancoraont " 

The last but not the least Is tbo cause that India is in a state of political 
feiuient, and very often workers have Locn drawn into political cont^o^ersies 
and any grievance is cousidoro<I sufficient to down tools and carry on warfare 
with tlio employers. 

Machinery for Industrial Peace i Any machinery designed to secure 
indufli ial peaco can he e\ol\e<l foim two |X)iat8 of viow — one to present the 
octunenco of strikes and lock-outs and to amicably sctllo the differences 
without open confl’cts and second to settle disputes and bring aboiit a concilia, 
tion when dis])ule3 have actually taken place. It is a trite saying that 
pre\ention is better than core. Industrial warfare is a social phenomenon 
that has now become a permanent part of our modem eslstence. The distress, 
dislocation and danger caused bj this war are so much that no body can affoid 
to Ignore them. 

The causes of industrial disputes are economical and psychological and 
the lost thing would ho to rouijte these causes. For this purpose two things 
are essential: (1) Welfaio work in e\cry individual factory which will provide 
for the formation of a 'Works Committee,' as also recommended by the Royal 
ComraisBion on Labour whore ail questions affoctiDg tlie worler’s well-being 
will be evamlBed and decided, and (2) Ibo development of trade unions on sound 
lines, which will create in the workers a sense of responsibility. Tlieso 
committees would \)e the best for over-coming the psychological difCcuUies 
These committees should consist of rccoguired representatives of workers 
and employers and should be eotrustetl with fairly a wide range of functions. 
The interest of the worLeis should be kept up by seeking their counsel tnd 
cooperation on all matters concerning them. The working conditions and 
rules should be decided in consultation with the workers lecauso the Let that 
these conditions and rules are wisely conceived and fairly admin’storad will 
conduce very much to harmony. It shall afford facilities for ventilation ol 
worker's grievances and the differences than can bo boiled down to irroduciblo 
liiinimum by discussions across a round table. On tbo other hand strong 
trade unions will prevent outbreak of sadden strikes without notice or without 
jirior to seeking other avenues for amicable settlement. Further the payment 
of minimum wages in all trades where wages are low and of an economic wage 
whore workers are organised and employed in orgiin'sed industries will go a 
long way to reduce discontent. 

Tbo next step in evolving a conciliatory machinery is to sui'plement the 
works committees by Trade Boards at various centres wlrrh have been fo 
successfully set up in England. India is a vart country and ecouomia conditions 
differ from region to region, and province to province. To impose any uiiifonn 
conditions tliioughoLt the country a.s distinguished from uniform princiides 
would .adversely affect the industrial development, Tltey shall consist of 
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roi>re8eiUali\os of nniilojersanil \rorler6 in equal mimbor, along t\itliafow 
iti<lej«D(lont niembors of wboni one wouM be tfae i>rosfiteiit. 'Xlioy wtll comtnaiid 
iLo confiilcnco of tlio {>artics anti tiieir decisions will be acceiitecl as fair ami 
just anil thoroforo will not be likely to bo easily challenged by either party. 
The system shall proMde a way for settling wages on a fair bas's, and will 
enable tlio settlement of fair wages mid other conditions suited to difTerent 
iogior.3 of the country ILoboanlcan setup a system of stundjiidised w.-igos 
ngreoablo to tlio wuil.crs thiniigliout the h^iod uioieo\m Ihis eIuH bring al out 
u cl llabuiatioii of ctnjiluy ois and woileis. and wilt help in in idging the present 
gulf that dnidua employers and workers and shill bring about bettor undei. 
standing and apiuccialioc of B.iLh other's point of \iow .anil position laical 
disi utos in foqio of tiui oatabtialinient may ho loloried to the Boird and may Lo 
imucuhly fettled. 

^Yhon disputes baao taken place, umchinoiy should be evoked to fotlle 
llnm. lliis would 1 e dcnc by setting up Aibitiaticii Boards oi CommiUcos. 
I (iiw fui'Uul uiid teniccable In ill lo eiindoyers and worUeis. arbitration can 
le. can be seen fioui the industiial liislory of \bniodabad where a pernnnont 
Aibilratxm Baird with Mahatma Gaudhi as one of dsiuembeis has beeu set 
uji ui the toitilo ludusti y. I'oi iiuitileDanco of imico it is esseiitial that there 
should bo a macliineiy to dispose of comptainls. when tliey come, leadily 
Ml quuations otTectni| tbo parties may bo lefonod to the Board, and on 
d Siigicoincct may Lu decided by an imiciitiul Umpiie. ILe success of this 
proMsion stands ss a oloai acbioaoinont of \hiued.ibad in face of othoi industrial 
centres of tbu country. Disputes baae been less fiequent. and so the stoppages 
of work, consequently to tbo iuteiest of liotb emjdoyeis and workers There 
li.iB been pTospenty to the etnployois and higher wages to the workers 

State and Industrial Peace The injury dona by the continued mdustrial 
warfare in modern times IS too much to bo ignoted and the state has a part 
to ploy Tlio state can no longer afford to be silent or jiassivo spectator or 
"coniine itself to the lidding of the ling while tbo disputants fight out tlioir 
differoucos." This view cannot bo regaided as satisfactory when wo consider 
the great loss of DioDOy nnd Cl iterial, the hardship to the community at large 
and the distress caused to the workers 

Tlio priiiuiy thing tint the GorernRient should do is collection and 
pubb'cntion of statistics hnaiog boating over Ihoso nutlois. e g, statistics 
relating to piicos, wages, industrial production etc This woul I help to hring 
about n ready adjustment m wages— the absonceof which is the most impoitant 
cause of trouble. Wholliei wages foi an industry or for n class of woik are ade. 
qiute or not. or whetboi the denuinds for increased wages oi woge reduction are 
fair or not are questions which depend for their right solution on prai>or statistics. 

The gr.aerniuont may also take to legislation, if necessary, in which 
jiiOMsion may be made, at the desire of the nuties to the conflict, for concilia, 
tioii, mediation and arbitration, » 
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As ro2iir<ls tho first, tlio Govornment of tadh ifl now pulilishiog certain 
iiidox numl)ci'fl rclatiofi to i>rico8 and wages. Soreral Provi'nual Govornmenls 
iiho liavo undorfcakon tlio task, and thoiigli not ontiroly eitisfactory, regular 
d'lto aro avail.iblo on tho prohlem. 

In India, up to 1929 thoro was no statutory iirovlsion for constituting any 
machinory for the prevention and sottloniont of Lihour disputes For tho first 
time in 1929. tho Trade Disputes Act was lussod. It ompTwsrod tljo Governmant 
to refer lahour dispiitm to a Beard of Conciliation or a Court of Inquiry. The 
piwar vestal iu tha Govormaent was not quite freely used and in a few cases 
only Industrial disputes wore referred either to a Borrd of Conciliation or a 
Coirt of Inquiry. Tho conclusions and the rocommondations of the Boards or 
the Courts could not ho enforced and mido binding on the parties, as there was 
no provision in that behalf. In public utility services, fourteen days' notici 
before a strike or lockout, was made compulsory auJ a Strike or a lockout 
without notice in such services was illegal and punislnhle. While tho right to 
strike, tho only olloctivo weapon that the workers possess, was restricted, neither 
any standing Conciliation machinery was provided for nor was it obligatory on 
Govornmont to refer industrial disputes to a Board of Conciliation or Court of 
Inquiry. To this estont, therefore, the Act was halting and ono.sidod. 

In 1983, tho Trade Disputes Act was amended. The Government was 
empoworocl to appoint Conciliation Officers chare.cd with the duty of mediating 
iu or promoting the settlement of trade disputes. The power to estxblishn 
standing Conciliation machinery, however, remained to a largo cjitent in tho 
statute book. However, in tho Province of Bombay, the Government established 
a permanent Conciliation machinery under the Bombay Trade Disputes Conci. 
liation Act, 1934, and the Bombay Industrial Disputes Act, 1933, which ie 
recently replaced by a more comprohonsivo measure, viz., tho Bombay Industrial 
P,olations Act, 194G, 

During the War, it was usual to resort to compulsory adjudications of 
industrial disputes. By Rule 8IA of the Defence of India Buies, the Central 
Government was empowered to make rules for prohibiting strikes and lookouts 
in connectioa with any trade dispute, for referring any dispute for conciliation 
or adjudication and for onforoing their decision. This power was more freely 
used both by the Central and tho Provincial Gorornmonts than that under tho 
Trade Disputes Act, 1929. 

In the light of tho osporienco of tho working of tho Tr.ade Disputes .\ct, 
1929 and that of Rule 81 A of tho D. I, B.. tho machinery for prevention and 
Bottljmont of industrial difiputos has now been thoroughly ovei hauled and incor- 
porated in the new Industrial Bel.itions Act, 1947, Tho Act provides for tho 
compulsory estalilishmouts of Works Comraittees in industrial eatahrshmonts 
employing 100 or more workmen, . The doty of Works Committees will ho to 
promote moisuras for socuring and prosarving amity and good relations betvvean 
cmployeie and workmen and to that ^nd to comment upon matters of Ihoir 
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common intoicbt 01 tonuoin udcI to ODdin^oui to comjioso matoiial JiUoiodi-q 
o( oiiinion Iq losiio^t of buch mattore This, rsi one of tbo snocial (o.ituies of tbo 
now Act nnil will go long way in belpiDg the woikois to car. y on negoliatiuDB 
and socuro collecti\Q bargaining. The Act provides for catnpulsoiy concilidtiori 
by ofQcois of tbs Conciliation uiachineiy to be set up by Gove'nment in disputes 
rolallng to public utility services. Conciliation in other disputes is also 
jiiovidod for Coiioilution pioccodiogs mnst lo completed withm the piescribod 
peiiod In case conciliation pioceodings fail, tlio Government has boon 
oinpoweied to lefcr the dispute to a Boanl of Conciliulion for promoting a vcttlo. 
uicnt tlioioof ut tn an Industii.il Tnbunal foi adjudication. 

lliQ Conciliation macbinet) can woik as soon as a dispute is apptebondod 
or tbientoDcd as well as after a sliike oi lockout is staited. It is the function 
of a conciliatoi to fee that the doadlock ends as early as possible and normal and 
]>eace(ut walking of the establishment is restaited. 

The guiding piinciplcs of legislation should be that voluntai y conciliation 
raachineiy is allowed to develop to the fullest extent, and the right of sudden 
Rti ike in public utilities and indusli ics of national loiportanco should bo rostric- 
ted I y law 80 as to ensuie leutoclion against sudden stoppages of work which 
may ondangei the community’s wellbeing. 

Trade Unions 

The individual workman is nlroost always at a disadvantage in baigain. 
ing with his eiuployoi The ecnployei has not only better bargaining jiower 
but in tho nit of bsigamiug Ins educition and training place him in a supeiior 
position as aompdrod with a s-ngle worker. With a view to protect the interest 
of the woikers trade uniouisni has evolved which replaces individual worker by 
collective barg.imiDg 

Trade Union is a 'continuous association of wage earners foi the purpose 
of inaintainiug or impioving the conditions of tlioir employment.’ Thus li vdo 
unions have two-fold objects to maintain and consolidate wbat has bocu 
attained, and to attempt for fiirlhor improvomoDt in conditions of workers. The 
idea of a trade union is ordinarily assoeia'-ed with strikes and lockouts, and 
tbeiefore by some it is mamly considoied to Lo a fighting body always ready 
foi industrial warfare. But as is clear from its doCintlion, and as can be seen 

from its oODstitulioD strikes are only the means and iioUbe end, wbicb b.ivo to 

be rcsoitcd to wlicu otfior tiUcm|>ls fail, to irojirove lie lot of the woiker. 
Today a trade union is given the foremost pUto as the agency which c.in I'louiolo 
lioaco, bung about a bolfoi icletionbhip between cmployeis cud workors, and 
which c.in biicg about many -sidoil imj'iovemoiit in tbo workei's bviog ciiiKlitioDS 

Us main olijects and functions aio (a) to proinofo fiiondly foelma .lod to 
foster a spiiit of biotherbood and cooperation among tbo vvorkors, and to organise 
them (b) to consider the (luesticn of their various dis.abilitios with regard to their 

woik and wages and to liy to biiDg about Ibeii removal by all lawful mevns , 

(«.) to jiromolo friendly «»d liAiinonious veUtious l-ctweon woikeis and their 
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authorities ; ((]) to maintain funds for the relief of momhers in sickness and 
distress ; (e) to undeitako benefit schemes each a*: sickness insurance, lirovident 
fund, cooperative credit, medical relief etc ; (f) to declaie, organise and conduct 
strikes, to carry on negotfaffons with the employers, and to settle disputes 
amicably; (g) to provide legal aid in need ; and (L) to take such other stotis as 
may be necessary to ameliorate the social, educational and economic conditions of 
the workers and their dependents, 

It is clear from the above that tbo primary aim of a union is the social and 
economic uplift of its members and all its activities are directed to achiere that 
end. It may undertake such acth’ities as propaganda work to enlighten jiublic 
opinion and to win their sympathy and support ; collect statistics in order to 
form a correct idea of the condittoo of the workers ; protection of rights of 
unions ; the study nt labour <vucations ; tbo oaordinatlon ot efforts of different 
unions and the promotion of the moral status of tbo worker by tcmi^oranco and 
other similar movements. 

Other important service rendered by trade unions is that they have a 
great educati%e inQuence on the workers, train them in organisation and discip. 
line and pave the way for govemmoot legislation. 

Trade Union Act, 1926. The Act gives a legal recognition to tho trade 
unions, and defines their legal |)ositioo in precise terms. Begittratlon of the 
union is optional xmder the Act, but certain obligations and privileges are con. 
ferred on registered bodies, not aaailable to tbe unregistered. Hegistered unions 
must have a name and must define the objects for which (bey are constituted, 
They must famish audited accounts and at least one.half of the members must bo 
actual workers. Ai regards privileges, the Act grants immunity from criminal 
liability to all trade union officials acting in furtherance of the legitimate objects 
of the union. Nor are they liable to be indicated for conspiracy. The law 
further provides that (a) no suit shall be maiotiinable at law in any civil court 
B-’afost any officer or member of a registered noion for any act done in furtherance 
of the legitimate objects of tbe union, on the ground that such an act induces some 
other persons to break some contract of employment ; (b) that no suit shall be 
maintainable in any civil court againsl'a registered trade union for any act done 
by any jicrson acting on behalf of the union, provided such acts are not authorised 
by the union ; and (c) that a registered union may collect funds from its members 
on a purely voluntary basis for tbo promotion of any chil or political interests 
of its membors. 

The Trade union .kmoudment Act of 1016 provides for compulsory recogni. 
lion of trade unions by employers in certain circumstances. It also siiecifioi 
certain acts as unfair practices on tbo part of recognised trade unions and certam 
other acts as nnfair practices on the part of employers. It also provides that 
a trade union shall not be entitled to reeognition unless it is a ropresentatia-o 
trade union ; ila rules do net provide for tbo osclusion of members on communal 
or religious grounds and lay down tbe procedure for declaring strike. 
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Hhtory. In India tbe asMiciatioii of iibourers for promoting common 
labour infercsi <5 o/ recent or/gjB. Tbs frst record case o( cofkctne represen. 
tation took plato in lb8l ^ben a conference of tbe workcre Tras called for the 
purjcso of drawing a momorial to the factory commissmn But tbc idea of a 
common action can» lata to the worLcta as a whole. The first important step 
towards orginising l.ibour was taken bj one Mr. Lokbanday in If-SO A union 
known as Bomba) Mill Hands' .Vssoclation was organised to present a memorial 
to tbo Gesernment in connection with the aioendment of the Factory Act This 
was a loose combination rather than a coriiorate body. It had neither a deCnito 
conslituljon nor a definite {>^)<ng metrbersfiif) In 1697 the Amalgamate-i 
Society of Railwaymen of India and Burma was formed, and it exists to the 
present day. Its functions wore bowoTcr more fraternal than militant. Other 
unions staitei in tbc beginning of the prerenl century weie the Seamen's Union, 
Calcutta, and Postal Union. Bombay. In 1907.6 when Morrison Committee 
was making its in']uiry, a fow unions were d'seosered in Bengal. There was 
one Mohammedan Ai^socialion and the other Indian Labour Union. The latter 
in^pite of its iiuibitiuus namo api>ears only once In a footnote in the Committee's 
report and Mohammedan Association could hardly bo called a trade union. In 
1910, a worker s welfare organisation known as Kamgar Eitwanibik Sahba svaa 
formed, and coutiouod upto 1922 but was neser sery ectire. 

It was not until 19lb that trade union mosement really began in India, 
It was nnl) during the early [>oet war years when the grase economic difficulties 
of labour following the phenomenal rising prices and tbo general political tension 
together with the world, wide uprisjog of labour consciousness, instiUed into the 
minds of the lahoorers the necesrity for combination for adsanefeg their own 
interest. "With the social mind surcharged with war spirit, political agitation 
and the rerolutionar) ideal, the labouring classes could no longer remain patient 
and tolerant under the old social wrongs and the new economic disabilities. 
There was a rapid de^eIopmcDt of trade unions in this period. The first union 
was formed at Madras, and it was followed by similar organisations at other 
places Thus the years since the first world war were a time of unrest and 
a‘’iUtion with much experimentation in trade unionism. Especially in earlier 
N oars many unions were mere strike commillees, came into being to die within 
a few hours when or before the immediate contest was won or lost. They were 
-eDersiIly isolated from one another without any solidarity among them. It 
W. 1 S at thk t’me that □ee'I for coordination was felt unexpectedly. Delegates 
from soma central and rcprcoCntaliTa organisation of labour were to be sent to 
the International Labour Confcronco, and ber^e the stimulus to coordination. 
The local unions wore federalised, and then proadncial federations were formed. 
The first .\11 India Trade Union Congress a national foderation of all unions— 
was held in 1920. Jo 1922 CentraJ labour Board was formed and in the same 
year was formed the All fedia Bailwaymen's Federation followed by Postal and 
C9 



m la'OfiiNEss OBQANiSAilOH 

Tolegruph Unioo, The main difficulty during this iioriod was that loaOers were 
not avail.ihlo from within the labour ranks, and therefore the unions were thrown 
into the waiting liands of outside agitators. 

Umployors refused to rocognixo these unions. Workers were vitlimizeJ, 
recognition was rofusod, and Criminal Procedure Code was amended aud 
trade union activities wcio mado illegal. In 1920 in the Buckingham Mill 
case an injunction order against the Madras Union was given and labour 
ieodocs found that tlsoy could ho prosocuted for honn fide union activities. 
N. M. JosJii tried to intluonco government in order to secure profect/on for the 
workers but iiis labours horo fruit only after ‘o years, and in 1920 Trade 
Union Act was passed. Tliis led to rapid increase in the numlor of Unions. 

The height of the movement was reached in 1928-29 when Communist 
inlluonco c.uiio to bo felt, and they captured most of the unions. The most 
important union under their influence was Girni Kamgar Union with more 
tlian 00,000 muriibors. Their other unions also showed a marked increase in 
membership. They organised a general strike in Bombay in 1928 and achfoed 
a success. But the activities of tho communist mombors led to troubles and 
rioting in the city, and a Dumber of important Icadois were arrested, and 
prosecuted. In 1929 they ag.in eoginoorod another general strike wbicli 
continued for pretty long time. A Court of Unquiry was set up, and its findings 
wont against tho Kamgar Union on which reeled the sole respoDsIbilUy, accord. 
Ing to tho Court of Ilnquiry for tho strike. This unfovourable report against 
cue of the most important organisations of workors much discredited tho trade 
uniuus, and the movomoot got a sorious sot back. 

In 1929 in tho lOtb session of tho All India Trade Union Congress, the 
Communists captured the executive of the Congress and then rcsohed to 
indulge in extremist activities o. g. to affiliate tho Cummunisl Inteinational. 
At this moderates under N. M. Joshi seceded from tho Congiess and formed 
the Indian Trade Union Fodoration. Bailwaymon’s Federation also sobered ifs 
coDQOctioDS from tiiat body. In 1931 a further split took place .when the 
Extremists formed their own All India Itod Trade Union Congress. After 1931 
delegates to tho International Labour Conference were soot from the lodun 
Trade Union Federation. Tho sovoral splits among workers' oganisations greatly 
undermined the movement and oilorls wore made to bring about a unity. In 
1931, aiTrado Union Committee was formed which found that tho gulf bclwoon 
the Communists and others was too wido. In 1933 National Trodo Union 
Fodoration was formed includmg all organiaatiems olbor than Comnu/nists. In 
1935 the two sections of tho Congiess wore combind. It was bowotor in 1938 
that grounds wore prepared for final unity, and a provisional agreement w’as 
signed which was ratified in 1910. 

This solidarity unfortunately, could not he mainlainod for long. There 
came tho break up in 1940. On Ibo question of war effort the Trade Union 
CoDsrcB. lassod a. loBolulion o( Doulralily. H.iB aUitLjo ol iDdjrroioniB ivb. 
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not apjiiovetl liy Dr. AJi, PisaHleot otSoamon'B Ud/od, ant] btit union 

tlioroforo ROce(le<]. Anotlior orgbumtion w.ifl formed by Hr M. N. Roy 
nndor tlio preeidenlBliip of Jamna Daa Mohta. Tbia organisation stood for an 
all out supivirt to the war effort. At present, the Indian National Trade 
Union Congress is recognised to be the most ropresentati^o trade union organisa. 
tinn in tlio country Affili.-itod lo it today aio 800 trade unions ispresenting J2 
lakhs of workers. Next to it comes the All India Tinde Union Congress. Time 
was when the .\11 India Trade Union Congresn was the reprosoDlatixe of woikers 
hut with tlio infiltr.ation nf CraniuunislB its racmliersliip, after tho I. N. T U. C 
had biokon away from it, was steadily dwindling. Besides the A. — I. T U. C. 
tliero is tlie llind Ma/door Mabbft mn by the Socialist jmity end in the /i'sf 
week of May 1949, tho United Trades Union Cougresi has been formed of 
which Mr. K T. Shah is the Piasident and Mr. M. K. Bose the Geneul 
Secretary. 

AchieTements of Trade Unions in India. The trade union uoxen'ent 
has recently inwle u remaikable progress in Indn. The movement is fsirly 
wide spread and has tiken deop roots. They aie no JoDger mere slnke com- 
mitteea , they are now letter organisoi], maintain ofiice, and sto peimanont 
organisations with cousidorable following. Ad\ont of Provincial Autonomy lias 
gi\eo an incentive to the moxemont, as trade uoions now send representatives to 
Provincial liOgistatures. At the end of 1941, there were 750 unions with a 
membership of 0,60,000. These uoions wield influence which cannot he conti* 
dered neiiligible. 

The history of the movement is short, and hence it would be diflicult to 
assess the work or achievements of trade unions in India. It may lie lioweser, 
safely claimed that they have a fairly large number of successes to their credit, 
and have been able to help tbemsehos coosideiubly. In the early years of 
their formation they wore able to secure considerable increase in their wnges, 
brought about a reduction in working hours, and in 1926 were successful in 
preventing wagecuts. Another important to the credit of trade unions in 
India is that they have brought about a change in the employer’s attitude 
towards labour. In place of indifference and hostility, they have now a feeling 
of sympathetic concom. The Bailwaymcn’s Federation intervened successfully 
in 1925 in B. N. B strike, end in 1927 in Kharagpur workshop lockout. 

Inspite of the recent progress, it must be regretfully admitted that even 
today organised association of workers in our country is far below the stage 
of development which i6 has reached in other countries. Hardly 6 per cent, 
of our industrifcl labour have yet joined the unions. Unfortunately most of 
our unions are only hollow Btructoros and have been kept alive through the 
real of outsiders, with msufCcient funds and fictitious meinbeis. Few Unions 
pay unemploymont, sickness and old age benefits. Their fiaternal or ‘mutual 
help' side is practically undeveloped and they have conDned themselves merely 
to militant activities. There is howeyer sn exception apd that is Textile Rabour 
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Association of Alimodabad. It provides a Lo^t of welfare sclienies in the form 
of hospitals, education, cheap grain facilities for co-operative credit and amuse, 
ment and recreation of the workers. It publishes a weekly paper, and memlers 
get more than the value of their money paid as subscriptions. 

Tlie future is however bright. It is pr^ssihle that with the spread of 
literacy, Indian industries will attract a type of more enlightened workmen, 
who shall provide from among themselves good labour loarlers. A healthier 
and solid structure may then be raised. A groat responsihility rests ui>on the 
labour leaders. In the hands of Extremists, the future is very uncertain and 
unprom'sing. ilany of the present unions are handicapped by intonial weak, 
ness and external opposition, which is accentuated by an unreal memberebip, 
inadequate finance, indillereDt leadership, unbusinesslike methods. It 
expected that in years to come the movement shall gather momentum and 
India would be proud of as good organ-satious of labourers as other countries 
of the west. -■ 

Difficulties of Trade Unions in India. Tbs causes of the slow presgress 
of the trade union movement in India are the many diificalties that the move- 
moot at present faces, the most Important of which are as follows I — 

1. Except on railways, workers arc mostly illiterate or without sufCc’ent 
general education. They are not amenable to discipline, and are unable to gui'le 
the union with prudence and tact. 

2 Indian labour is generally migratory and of heterogeneous character. 
They are drawn from distant and strange places with their different languages, 
social customs, habits and traditions. Most of the workers are frequently 
leaving an industrial centre or are frequently changing their employers, and 
therefore they are less inclined to maintain a constant interest in any 
organise tion. 

3. ^lany of the workers are absolntely illiterate, ignerant and lack 
dsmocratio spirit. It is difficult to inculcate the principle of unionism in tbeoi. 
Asa result the workers are leinctant lo fxty their subscriptions soil it is 
difficult except when dispute is imminent to convince the worker that payment 
of subscription is worth while. 

4. Workers in India are generally low-paid and over worke^l and those 
whose wages and leisure are just sufficient to keep them working can hardly 
think of any association whatever The wages are Insufficiont, and most cf 
the workers cannot pay any subscription. If they can pay at all, the subs- 
criptions are very low which do not provide adequate finance to the union?, 
and hence they cannot be as useful as they are cxpectofl. Further the worker 
hesitates to pay subscription for purely problematic advantages and considers 
his subscriptions as insurance against all dangers or oxi>Ci.ts in return sn increnFc 
in his wages and that too within a resonablo i<oriod. 

5. Difficulty of collecting suhserfptfons fa also important. At tinies money 
ijoUected is uinberrled and/or does not reach the treasurer resdily. Ernp'eyer 
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fl'scoungo the cilltfctiou of 9«l sciipticms in llie mills wlioio it is tmly jicissible 
to roalieo it. 

G. The hostility of employers and jobliors has I oen anotliei BtuiiiLlint' 
Mock, It is only too true that workers showtoi; sn\ sympathy for unionism 
are yictimireil, intimidated and dismissed. There are gra\e difficulties of 
recognition and >ery oftou entployers place restrictiims on tlio comiiosition of 
the exocutixo of the unions and their leaders, which if satisfied, ]^.'t^e a union 
only in name and then the union cannot achieve iicytliiog substantial 
times against gonuino orgSDis-sfous of woiLers, bogus counter — organisatiocis 
are set up hy cniplojers and these aio readily rocogni/od and nctnoly sulsidisod 
to counteract the influoneo ol roil organisations. Other unscrupulous means 
such as recruitment of back-door laboni corrupting and bribing the leaders and 
uuion ropresentatiios aie adopted to weaken a imitm, to bieak it* power and 
to smash a strike. 

7. Another gre.it dilficidty of sound end solid trade imionisni in our 
countiy is that workei'S aio sc-iUerfd ovei a vast mea, and in some cases workere 
ave anupiy inaccessilde, e g , m Ass.nu plaotatious. Inforuution legaiding 
them I's suppressed and outsfdere ore preveiitod horn ccnitng lu touch nilli them. 

8. One of the gieatest huDdicjp bos been the hek of goovl lesdeis, U is 
still too dependent on outside Wilorship. This is a veiy gie.it source of weakness. 
Many of those outside leaders are lawyers nod otbev professional persons They 
1 itsk the toohnical knowledge of the industries, as well as the coraploto sympathy 
with labour that comes as a result of "having gone through the mill.” Eome 
leaders aie connected with several unions at the same time and aie theiefor 
unable to give enough atteution to any ope of tbeia. Veiy often the "briefless 
barristers" tUiown up by an iU..id]usted educational system have here found an 
opportunity for notoriety, and occasionally foi social and political advancement. 
It has been truly lemarked that workers conti ibutious weie emberrled, Eome 
of the loaders weie sincere, wbile others woie uieieiy propagundists and mischief 
luougois who have exploited the igooianca of the workeis foi Ibeir own personal 
ivdvitntaga. The Eoyal Commission observed tbat tiue ligour can tome only 
from within and that Indian unions needed to become seU.reliaut and to develop 
an internal collective will by the tinining of their worLeis and the closer 
association of the meenbers of the union It was also locommended that unions 
should widen their range of activities. 

Wage Payment 

The object of every scienti&o manager is to keep the labour ersts to the 
uiiuimum, and this in other words mevns tliat amount of wages and method of 
their payment will be so adjusted as will be couduciie to the maxmnuu of 
production at the minimum of cost togother with a contented 1 ibour force 
Thus the pioblera oi wages has two Important asjiects. It has a social aspect 
fiom the point of the workers’ physical and nioial welfare, and an cconowsc 
aspect from the point of yiew of industrial costs, Low wages are, in fact, a 
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menace lo the health and welfare of the commnn'ty and have soriouB economic 
consoquoncos. Tlioy constitute small purchasing power and slight economic 
demand. Moreover, low standards ol liring am the cause, as well as the result, 
of industrial inefficiency. If wages are adequate and method of wage payment 
R-itlsfactory, considerable progress is made towards amicable industrial relations 
and oncourageincnt of officiont production. In the absence of a satisfactory 
Wage syetom, no nmonnt of bonovolont iialemalisni functioning tbrongb an array 
of welfare activities will suffice lo make otnplnyees contented and efficient. 

Understanding this significant fact, the major requirements of a satisfactory 
wage system, generally rocognisorl by autliorilies may now bo discussed as 
follows : — 

The first and foremost criterion of u satisfactory wage system is thut It 
should bo of benefit to both employore and employee ; that is, it should decrease 
costs and at the same time permit the ambitious worker to raise bis earnings 
above the prevailing base rate. In other words, a satisfactory wage system 
should be determined with reference to the jiioductivity of labour aid tbe 
capacity of Industry to pay. An increase in pro<luctivity of labour, other things 
remaining the same, lowers unit costs and thus becomes roally tho uJtJiDate 
basis for increases in real wages. Similarly, no industry can increase wage 
rates beyond what its financial condition permits. The dangers and difficulties 
of inflicting on industries a wage beyond "what the trade can bear" at any given 
point of time are many. 

Secondly, ft should guarantee a minimum wage which may provide for 
the full satisfaction of the bio-social needs of the workers. There is a growing 
feeling that industry was made for men and not men for industry, and that 
industry can and should provide the workers with decent conditions of life. 
This fact has long been recognired, but Henry Ford was one of the first to make 
a practical experiment along these liues. One of tbo most interesting manifesfa. 
ik'os £>S heJJa/ is modarn Ityfislatioxi jj? i\fdxaj/ r*/ a '’Jivixy* w^a” or 
‘‘minimum wage”. 

Thirdly, a satisfactory wage system should provide a proper incentive to 
the workers. It should encourage a worker to exert bis best. The iDC9nti\e 
reward should be directly connected with the worker’s efforts and not bo distant 
and dependent upon general conditions or the work of his fellows. A worker 
should be paid, according to his individual character, energy, skill and reliability 
and not according to his position he fills. In the setting up of a wage system 
both quality and quantity of wort shonld be considered. The piinciplo of 
bonus reward should bo liberally applied. Bonuses should be devised for botfi 
quantity and quality of work, for waste elimination, for length of service, for 
jirompt attendence at work and for accident reduction in order to stiinul.ate 
production and efficiency. 

Fourthly, the basts of a good wage System must ho sot. if possible, so n« 
to be pormaneut and consistent. Nothing so quickly leads workmen to distrust 
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8ucb Bistom as changes in basic rutoa ami iirinuplos, This lue.ins that befoie 
such a Bystoni is introdutoil n careful lime study, motion study and elandarJIsa. 
tion should be rosorled to. Rates b.<sod on more guesses or estimates are not 
likely to be long succossiul. 

Fifthly, the system should bo simple aud comprohensivo It should he 
easy to apply and o.isily uudorstood by the worker so that ho can calculate 
accurately Ins increased earuiogs. Complicated systems which the worker 
cinnut loiilily uudorsUnd aio of doubtful \alue Moreover, the system should 
be such as will be easily handled in the office and will result in shortening of 
the recouls. 

Sixthly, the syatom should be such as would result in securing industrial 
peace It should jiromote happy, healthy and cordial relations between employer 
aud tho employed. It should knit together the conflicting interests of hhour 
and cajiital and should lojihico strife and industrial war by a sense of mutual 
regard and co.oi’eration and a spuil of couipromtso, 

Finally, it should aim at inoeasiog lurticipalion of labour in managouiont. 
It is a well-known fact that uiiIo«e and uutil the workers sio given increasing 
facilities for sharing itv control and maoageroont of an undertaking, they vrill 
iievei take peisonal ioteiest lu lU affairs. But by the inlioduction of such a 
measure, a now sense of owoeisbip and responsibility may he infusedlnto the 
minds of w oriel's, and this may ultimately result in efScient pioduction, 
elimination of waste of labour and raw niateimi and reduction of costs of 
supervision and contiol 

The various systems of wage iwymoot that are in vogue in modern industrial 
ostahUshments are given below. 

(1) Time or Day Wage It is the system where the workei is paid In 
strict Accoulanco with the time spont on the empluyei's woiK ut so much per 
hour, per day, {ler wooV, iior mouth oi iior ye.vr. Advantages and dmw Lacks 
of this method aie ns follows : — 

Advantages. This method of wage iciymout is applicable whete otheis 
may fail on account of tho difflculty of me.asureiuont of output, and in such case 
this mothexi is indispensihle, 

As the worker is uot in burry, work is not degraded by rcasou ol speed of 
perfoim.iiice and he can bring to bear on bis work his ideals of craftmansbiv" 
resultiug in tho porformanco of caiofully liniBhed goals. 

A standard wage is favouiod hy woiVeis. aud a eeuse of solidarity ts 
developed within tho wage group. 

CnlcuhitioOB are simple and easily intelligible to the workers, and therefore 
very nltractno to the workers in India who aro largely ignorant and illiterdte. 

Drawbacks. It gives little or no recognition to tho foot of difforeucos 
iu tho worth of mon, Though in some cases superior workeis may be given 
harder work with higher wages, still in general no adjiistmeut is accuiatcly 
possible. 
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There is no incontivo to harder work. The worker knows that as long 
as bo can manago to do tbo loast work without eiciting co/umaut or affectiDg 
his distuissal, ho need not do moro, hocauso hardor work doos not bring hiin 
greater reward. 

A l.\rgo amount of etrict auporvision is required in order to get sulficienl 
work from tbo worker. It increases ovor-hciwl costs. "Tbo inherent and must 
serious defect of even the boat managed day work lies in the fact that there is 
nothiug about the system that is self-sustaining. When once the men are 
working on a rapid pace, there js nothing but tbo constant, uniemitting watchful- 
ness and energy of tho managemonl to k«Mip them there.” 

Tbo si)ecia]ly skilled, ambitious and well-trained worker is given little or 
no loducoinont to utiUso his talents to the best advantage of the firm oroployii'S 
him. F.W. Taylor criticised the method thus : “The men are paid according 
to position w’hich they fill and not according to their individual character, onorgyp 
skill and roli.vbility. The effect of this eyslem is distinctly demoralizing and 
lavelling ; oven the ambitious diod soon conclude that since there is no profit to 

them in working hard, the best thing for them is to work as little as they uu 

and still keep their position. And under those conditions the jo^'ariable tondoacy 
is to drag them all even below tho level of the medium/' 

(2) Piece Wage System. It is a system of pivyrnont by results. Under 
this method, the rate of payment is correlated to the quantity of v;ork done, 
i, 0 ., each worker is romuneiatcd at so much i>er certain amount of work finished, 
irrespective of the time taken. 

Advantages. It is a more equitable metbod as it takes into account the 
varying efficiency of the worker. The cym]tamti\e, ability of tbo worker can 
be readily estimated by the amount of work performed and each man is rewarded 
according to merit and output. 

The work man is encouraged to exert bis host energies, because his 
wa^c.bill dejiends entirely uioo tho quantity of work that bo can turn out It 
thus loads lo larger output, aucl makos suiiervfsfon unnecessary', aud cost of 
altondanco minimum. 

3. Ovor-head costs arc reduced, and manufactuipr is beneClcl : wage- 
bill is increased and tbo worker is benefited ; and tlie prico is lowered and the 
consumer is benefited. , 

Drawbacks. The great difficulty with the administration of this method 
is Iho londoncy to disigreoinent bolwcen tbo management and the employees as 
to tbo equity of the rato to he paid. 

Tlioro is tho natural toclinaiion on the lart of tho workmen lo earn as 
high an amount of wages as possible and an equal desire on tbo part of 
managomont to obtain as low a cost per unit of production as poaaiblo. In the 
(onner, workers try to turn out as large quantity of work as iiossible, and Ihere- 
foro tho work is rushed through and llio quality suffers. In tho latter, ttI'CD 
the managoment thinks that workors are earning too much, thoro is tbo danger 
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that tho rutos shall bo nibbled with. 

Tho workora under tlm inducamoat to earn high wages may OAer.osert 
thomsolvos, exhaust tboir energy and secure a minor advantage at the sicrifico 
of much greater future loss. In ‘sweated’ industries whore the ratos 
are low and whore a living wage cannot be earned osco[it by working at hi'-h 
liressure, the worker is imiielled to oser.work and consequontly to ovor.strain 
hitiiseli. 

Tlie method is. inapplicable to ceitain kinds of work, especially work 
of rosponslble natuie Generally bjioaking, it is inapplicable at tho two extremes 
of labour, tho moat highly skilled and the least skilled , for instance the business 
onterpreaeur and the general labourer. 

(3) Progressive Wage or Premium Bonus System Scientific manage, 
mant exports considered the above two methods of wage payment and found 
th>m Winling. They criticisod those methods, and attempts ware made to 
ovoI\e new methods of wage payment which would do away with the above 
defects These new methods are technically called Tro'’r 0 S 8 iva Wa"s' 
system or Pietaium Bonus mothoils. They are bawd on the combination of 
time wage and piece wage motlioiU. and the worker it paid, besides a 
guaranteed minimum, in addition soinelbmg. cailed ibo bonus or premium, if 
his work exceeds a certain standard Uid down. Tho advantages claimed for 
tbe-se methods aio : — 

To BtimuUto production by encouraging workers to oarn more than 
the a>erage wages 

To obviate the tendency of cutting down the rates by combining 
the workman's bonus with some bonefit in the savings of wages to the 
employer. 

To help towards economical production by reducing the wage and 
production cost per unit. 

To unify tho conflicting interests of the employers and the employed 
so as to promote and sustain increased efficiency and smooth working 

There is a number of variations of these methods, the chief differenca 
between them lying in the way in which the bonus or premium payable to 
the worker is calculated. The chief of them may be noted below : 

(a) Hasley System. Under this system, a standard out.put is laid down, 
and ovary workman who produces this ont.pot within the time specified, is 
given, in addition to his normal day wage, a portion of the wages for tho 
time saved. Thus supposing that the standard time fixed for a work is 10 
hours and the worker finishes it in 6 hours, the worker shall receive his 
normal time wage, i.e. wage for 6 hours at the usual rate and in addition he 
shall bo paid a certain fixed {wcentago, say S0%. of the time actually saved. 
Thus in all the worker shall bo paid a certain fixed wages plus of the 
liuie Bived by way of bonus, i. c , further 2 bouts' wa^es. 

GO 
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(b) Rowan System. CnJar this Djotlio<3, tiie worker gels hts wages for 
the iJiro worked at tbo usual rates. Tboreaftor tbo worker is given by way, 
of bonus, if iic completes the work wibliin the fixed tirao, a certain amount on 
the basis of time saved. The bonus is actually the proiKjrtion of the time 
actually taken to perform the iob, which the time saved bairs to the standard 
thiio allowed to do Ibe job. Thus if a workman is given a work to be 
oomplelod in 10 hours at the rate of Re. l/. per hour and if the 30 b is finished in 
8 hours, Ills remuneration under this molliod will be calculated as follows J — 
Time taken 8 hours for which wages are Ks. 8 
Time eaved-3 hours —20% of time allowed 


1/0/7 

The bonus would be 20% of time taken— 

3 ho Rowan System is less favourable to tbo workmen while eoix-pared 


with the Hasley System, as it is possible under the Il&sley System, to earn a 
higher wage, because In this sj'fitem the worker reeeiios a fixed iMsrcentage of 
increasing sum, \%h 6 roa 8 in the case of Rowan System the bonus in increasing 
proportion of decreasing sum. It shall be InlercstlDg. however, to note that 
whore tbo time saved.ia not much. Rowan System would be mote favourable 
to the worker. 

(" 0 / Differential System or the Taylor System. Under this system, if 
the worker performa the standard work within the standard lime ho is l>aid 
tbo standard wage plus eometbiog, while one who fails to do it, ho not only 
gets less for loss work, but is also paid at a lower rate. 

[d) Collective Wage Syatem. The various methods discussed aLovo 
are applicable to individual workman. Tbo adaptation of tbo above motbods 
is made whereby a group of workmon is required to work on liio ajiplicaljon 
above methods instead of Individuals. Tboro are a number of adaptations, 
such as (1) Collective task wage, (2) Collective piece wage, and (H) Collective 
progressive wage, tbo shiaf of which is the Output Bonus System or Priest, 
man System. Under Ibis system tbo staodanl weekly output is agreed upin 
between tbo management and tho workers based ui«n either a number of 
\ieraonB or hours iicr week. On the number of workers or w'Stkiug hours 
being increased or reduced, the standard output would necessarily bo adjuslod 
accordingly. At tbo end of each week, tbo total ouliiul is uioasured in doliuUo 
units, and In caeq of an increase over tho etatidard outfiut, a bonus bocome.i 
payable to every employee at the i>orcuntage tbo iucroased output bcarc to tlio 
sgraod standard. ■ 

It need hardly bo puintod out that in addiliun to tho abovo, tbcio are 
tevoial Bonus or Premium methods which aro modiiications of . 0110 or tiio 


other of tho above methods and which may diifor only in detail devised to 
meet particular conditions. The solo objectives of all these methods is quicken- 
ing of production, aud in brief they constltuto a combmallou of tho normal day 
V'Hga and piece wage. 
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is tlifficiilt simultanooiisly to pool se|>arate rights anti to protect tlieni against 
each othor. 

The reward is not available immediately after the effort. The profit 
is payable only once a 3 'ear and is dejwndont upon the results of anmul 
accounts. The uncertainty 6f the benefit and remoteness of the reward tend 
to dampen the enthusiasm of the worker. 

It is well tliat when there are profits, tb.ey are shaved both by management 
and workers. If, however, there are losses, the workers cannot be supposed 
to have a shai*a in them, they are borne entirely by* proprietors. It is an 
arrangement where loss falls only on one ssct'on while profits are di\idod by 
two parties. 

Most businesses have their ups and downs. What may be le^ nice for 
all parties in prosperous years may become a source of enibarrassniont jd 
ii.ad years. "Employei-s are likely to strike a bad year, and when this happen®, 
profit sharing '8 a serious embarrassment. It is very difliciilt for the trader 
to explain to his workers that he has made no profits. Iheie aie occasit-ns 
when such statements may have harmful effect on credit and be e^ea dangerous. 
Instances hare occurred where employers, i-alher than make such adniissiufi, 
have paid away ‘profits' which had do real existence.” 

In a large business employing a large number of workeis, the share of 
the profit to each worker cannot be largo, and the workers do not lake any 6*®*^ 
interest where the laward is slight and small, and eren wliich may dfsapi^car 
sometimes. 

Profit Bbariog schemes in order to to successful needs a religions spirit 
behind it, i. e , they should proceed from unselfish motives. The idea of a 
charitable*'tnstitution or warm-hearted phlUnthrophy on the pait of employers 
is resented by the workers while for Ibe employers, human as they are, Jt 
becomes difficult to bo self-less or to take different attitude. 

The other great drawback is that accounts can lie juggled and niaiii- 
puUled to the detriment of the workeis. They might have worked ' 0 r> bard, 
yot at the end of the year thoy may Ond to their disappointment that Ihoie 
ha \0 been no profits in the bcsicess. Workers are not directly responsible for 
tbc amount of profits. Though their contribution is valuable and indisjieDsible, 
yet it is of secondary importance. ’Tbough an employee may exert himself to 
the utmost, there may be loss in place of profits owing to trade depression, in. 
efficient and wasteful methods of buying and Bolliug, defective arrangemeol in 
internal administration.” 

In view of the dra^^hacks and difficulties mentionod above, the proft- 
sharing schemes have failed in many a concern, though in some husinoetes, 
where the scheme was wcll.cooceived and properly aj-plled, tLe> ba^e lecu 
extremely successful to tbo mutual advantage of employers and emplojees. 

6. Co. artnership Co.partnerahip. as distirguished from profit-sharing, 
has two elements in it, the first of prefit sharing and the eecond of control 
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sliiring, a ]v>rt of tlie cajiital of tiie conceru beiii;> owcevl liy the workem. Ilje 
chief features of co-partocrsbiii are t 

(a) That the \^orker Bball recene io ailditioa to the staudanl wuge some 
eharc in the heal proGts of the bQSiDc<a : 

(!>} That the worker shall accuiuulUe liis sinro of ]>roGt<( or part there- 
of IQ the capital of the husioess , 

c) That be shall acquire some control iu the business in two wajst 
(0 b> ac<iuiring share capital and becuiuing a slurehuliler, aud ^2 by formation 
of (.0 partnership coiutnittee, ha\ nj; a share m the internal management. 

Advantages Almost ail Ibo ailvautages peitamiiig to profit sharing aie 
also cbiineil fur co.partneiship lies des them, the lolluwing advantages maj 
Le nioationed . — 

'ibele Is wide diffuson or ownership, thereby promoting ‘industrial 
demociai.} , it al°o gi\es to the wuikers a real sense oi ownership, a lorsoud 
luieiO't ami ieolmg uf i-esponsib'biy lot the success of the undertaking. 

Wastes 01 tahoui turuuvei ate leduced . and norkeis uie cin-ouraged to 
s i\c. t hus thrift and ii.vesliiient aie det«lu|>ed. 

WurLers are co-proprietors, and tbereioie closeness Letween 1 (hour and 
capital IS increased. Workers base a shire to the contivl and uianagement, aud 
may tomctimss bring sulLuieoi pressure to increase their own w.ige9. 

itie workei pUys a triple rule . he shares wages as employee, gets dividend 
as part owner of capital, aod has a diievliog voice as a stiarehOUIer. 

Drawback. Besides tiie many drawnacas ul those mentiooed in prubt- 
sharing that are applicable also to co.partnetsbip, the chief other cletect is 
that It IS applicable only to yomt stock coui|>anies. and not to pruprietary 
concerns. 

The Proposed Profitjharing Scheme. Ibe question of allowing- worker# 
to Lave a share in the piohts ot the industry w>s biuughi to the lore m 
December IVk? by the Industrial d,ruie resolution aduptea at the industries 
coufereuce. ibc Resolution st.vted that capital ami lukoui will share the 
product of their common effort ailei making piovision lor payment ol lair 
w.iges to labour a fair return on capital employed in the industry and reasonable 
reserves for the maintenance and esiMDSion of the undeitakings. Later on, the 
(ioveinment of India, in their statement ot industrial policy made it clear 
Ley ond B shadow of doubt that labour’s shaie of the profits should Le on a 
sliding scale normally vaiymg with ptoductum. iSubbequently, the Goverument 
of India uppumted au Esyeit Committee on profit sharing on the 25th May, 
1948 to go liilly into the question of profit sharing and to lind out a workable 
formuli for a scheme of prolit-shaiing. The Cjoirnittee submitted its report on 
Ist Septeinhoi, 1948. 

The Committee has stated, at the very outset that after caieful consideration 
they are definitely of the opimon that as a practical proposition it is impossible 
to devise aud apply such a sliding scale. The main difficulties are that profits 
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jBa«lo l»y industry dopond on many factors hosidcs laliour, and it may bo 
l)Ossil)le that an undertaking may fail to inako any profit in Bpito of whole, 
lioarted work holog done by workers or large profits miglit accrue in spite ol 
slackness or negligence on the part of lalronr bocauso of other reasons. MorooreT, 
the measurement of total production in terms of a common unit is a vary 
difficult task and to ]iresciihe a standard of annual production is ovod mors 
difficult. In view of all tlioeo cousidomtions, tlio conimittoo concluded that 
labour share of surplus jirofits can )>o determined only in a somewhat arbitrary 
manner. 

The comniiUee has lecommended six industries, namely, cotton textiles, 
jute, steel (Main producers), cement, the manufacture of tyres and the manti- 
facturc of cigrattes, as sectors in which profit-sharing may l<e tried in the first 
instance for a iieriod of five years. 

Tlio Committee has defined, (for this puri>ose) capital employed as paid-up 
capital plus reserves (including all future allocations of resertes) which are held 
for the purpose of husinass. The cotmnUteo after taking all factors into account, 
has recommended that six i-er cent, on paid-up capital plus all resertes bold for 
the purpose of the business would be a fair rate under present circumstances. 
Besides providing this return on capital, a certain amount of the gross earoings 
of the concern will have to be provided for depreciation, Jn fact, the committee 
states quite clearly that dapreciat'on should he the first charge on gross profits 
and resan'es should Lo tbe first charge on net profits, vis , gross profits mlcos 
depreciation, managing agency commission, and taxation. While tbe Committee 
thinks that a figure of 20 percent, for reserves should be generally aimed at, 
as a first charge 10 percent, of net profits should be compulsorily set as'de 
for reserves. After making all these provisions lor depreciation, reseiwes, 
return on capital and also fair wages.' tbe surplus that would remain in tiie 
earuings of the company would be regarded as tbe profit to be divided between 
capital and labour. Tbe labourer’s sharer would be 50 per cent, of these 
surplus profits. Tbe individual worker’s share of profit should be in propor. 
tion to his total earnings during the preceding 12 months, minus deainess 
allowance and any other bonuses leceivod by him. 

The Committee has also examined very carefully the question whether 
labour’s share should be distributed by each undertaking, or by each industry 
or industry as a whole in each region or foi all industrial undertakings in the 
country. The committee’s recommendation is for the distribution of profits on 
a unit basis as a general rule. But an exception, however, has been allowed in 
the case of textile industry where profit-sharing on an indiistry-ctim-locality 

should be tried out in Bombay, Abmedabad and Bholapur, 

It should bo noted that all discussions on profit-sharing m.vy be viewed 
from three important angles, namely, (l) proGt-sbaring as an incentiie to j)roiiuc. 
ti'nn. (Q) profit-sharing .as a method of securing industrial peace, and (-I) Profit- 
sluring as a step towarils the partiripatlon of labour in management. While 
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labour organi0.itio!i8 .no dlai-usod to attach tho liighcst imvortanoo to tlio laet 
consideration, tho Conimittco roguds it moio as a poIiticaJ than an otonouiic 
Usuo. On the second point, tho Committeo think that gtvin" labour a share in 
the profits of industry, apart from wages, would cieate psjcbological conditioDS 
favourable to tlio rostor.ition of imlustiml peace. Tins, jn tuin, will Le un 
important indiioct means of f.iuilitating incio.tscd production. On tlio fiist 
point, tho Committee’s view is that by distributing the sliare of l.ibour amoug 
icdniduals in propOition to tbeir total earniogs in a preceding period, a nje.isuro 
of ind vidual inc0nti\0 to labour for increased production would be providod. 

Minimum Wage. .\long side colloctiie bargaining, there has been 
growing of late a mo^oment whereby woikers are, all over tho world, 
demanding a 'fixed minimum wage’ It is now woll-recognized that in the 
inteiost of social justice, wages of the workers must bo sufficient to ensure 
the workoi a reasonable and fair standard of living from the view jioint of 
the health and general wull.being of the employee. 'Sweating' of labour is 
now consideied os unjust, and public opinion is fairly enlightened today to 
prc^ont social wrongs All ovei Europe minimum wages legislation bas 
tho statement of the Pepe in which he wbseived : "Self.i>rofervdtioD is really 
tlie duty of one ond all nod it is aciime not to fulfil it. Fiom it necessarily 
ai isos the right to procure all Iboso goods whereby life is sustained and tho 
poor can procure them in ou otbei way than by wages for work. Let it be 
granted that the woikman and his master may fioely make agreements, 
especially as to the amount of wrages, nevertlicless there is an underlying 
piinciplo of natural justice, gioatoi and o\or than any desires of contiacting 
jurties, to wit, that (lie wage must be sufficient to supjiort a steady and frugal 
workman, for if tho workman compelled by his needs is lolluenced by fear 
of worse 6^ils, agrees to harder terms, which ho must unwillingly accept 
because the master or contractor so insiste, ho becomes the victim of force ■" 
that justice condemns." (Loo Poi>o 1691). 

The aba\o observation of the Poj» must liavo had its influence, and m 
1928 International Labour Conforenco adopted a convention in tliis connection 
In owe cjjiauAcv the ‘^uQHUon b.18 been examined by several Coiiimisstons and 
Comiiiittoos, though so far nothing tangible has cotiio out Xho Koyjl 
Commission on Laboui o^.unilIod tho pio|W6iil and auggesloil an investigation 
into the feasibility of Betting up a uiinimuni wago tixuig machmeiy ioceitam 
industries bofoie legislation could Le undoitaken. In 1937. the Bombay 
Textile l.aLour Inquiry Coiumiltce studied tho question of a liviug wage 
and rocomaiendcd an luiiiiedialo increase in wages on a sliding scale i-anguig 
from 3 as. in tho rupee on a wage of Bs 13-8 to an anna in the rupee ou a 
wage of Es. 75 per month. The Oawnpore loibour Enquiry Coiumiltso 
rocommuuded a iiiiiiiinuni wage of Its. 15 per month, 

Ibo Uiuiujuui Wages Act. of 1918 is a laudniark in ILu history of labour 
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legislation in India. Since the Payment of Wages Act, 1936, no step so far. 
reaching as this has been taken by the Gorernment in India. 

The main provisions of this Act aro more or less the same as of the original 
Bill which was circulated in 194G amongst various trade union organisations and 
employer's associations with a view to eliciting their views thereon. As in the 
original Bill the Central and the Provincial Governments have been empowered 
to fix minimum rates of wages or to revise such wages periodically in respect of 
scheduled employments. The term ‘scheduled employments' at jjresent will 
include employment in woollen, carpet making or shawl weaving establishments, 
tanneries and leather manufacture, rice mills, road and building construction, 
public motor transport, lac and mica woike, faim labourers and employment in 
dairies and poultries. But this list is only illustrative and not exhaustive and 
can be added to by the Prortneial Governments. 

The machinery for wage hxing is elaborate and comprebensiro. To 
determine the minimum wages, the Provincial Governments shall appoint 
advisory committees and suh.eommittets. The Central Government will also 
uplxjint a Central Advisory Board to advise generally on wuge.fixation matters 
and for co-ordination the work of the Provincial Advisory Boards. The Act also 
contains some penal provisions to prevent payment of lower wages than the 
minimum fixed. 

The main obiect of this Act is to step up production and increase the 
wealth of country by a creating a contented labour force which is a pre-requisite 
to attaining the object." The human element in production, being more impor. 
tant than all others, auch a measure was needed for promoting physical and 
moral welfare of workers. The Labour Minister rightly remarked that if an 
industry was essential to the coimnuDity, but could not afford to pay minimum 
wages it was the duty of the Government to subsidise it and that in no case 
.OnoUilan industry be allowed to subsist on the exidoitation of the working^ class. 

There can be little doubt that in a country like India with u level of wages 
that cannot even be regarded as adequate to the needs of physical existence and 
where labour organisation is still in infancoy, minimum wage legislation with a 
proi«r Joatbinory to adjust wages to changingprites, is au effective method of 
iinj rov ing the conditions of workers. The great danger of minimum wage is that 
it tends to become a maximum wage. The other difficulty is that this minimum 
wage must of necessity differ from place to place in accordance with cost of 
living and other intluencing factors. 

The application of minimum wage legislation to farm workers is even a 
more dilficuU task. The employers aro mostly small owners, scaltterod all 
over the conntrv', and the labourere are even mors scattered and unorganised 
dor any proper scrutiny by an iosiiecting authority. The ngricultural earnings 
aie 80 varied in amount and made up of such diversified payment^-, that it 
would bo cilrcmoly diificult to fix uuifuiiu rato. Moreover, unlea, the wageb 
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are adjusted to lo\el8 of routs jaid to kndlordg auil re^onsMo jjriccs for agricul- 
tural produce assured, the measure would bo unfair to tlie mass of potty 
emjiloyers. It is necessary, therefore, to diride ojch Proviuco into different 
regions from the viewfwtnl of wage fixation and to fix ruUs accordingly for 
rarious regional units. 

The dotorminatioD of Liasis of fixing minimum wages is the noxt imjiortant 
jirulilooi Tiio minimum wages may be determined witli reference to the throe 
main princijiles, namely, the prtDci)>le of ‘liring wage' the [innciplo of 'fair wage’ 
and the printiple of wage ‘what the trade can bear.* It may bo noted that the 
laws and practice in the U. S. A.. Canada, New Zealand and in Australia are 
mostlv based on the 'living wage' principle which is endorsed also by the recent 
Nehru Committee Draft Report on economic programme and jiolicy of the 
Congress. All those three principles should go into the determining of a fair 
minimum ica^e, which must be real and not nominal and must form the 
cornerstone of the Indian wage etructnro of tomorrow. 

Social Insurance. The idea of eocial insurance or social security 
hrteffy is that elate shall mate itself responsible for ensuring a minimum 
standard of material welfare to all its citizens, on a basis wide enough to 
coverall main contingencies of life of an lodiaidual from birth to death, It 
includes security wheu a uau is etnjdojed as well as when he is unemployed 
or destitute, 

The second half of lOth century witocssod a recoarkable teaching, 
spociaMy in Germany of the inereasod actiTiUes of the state. In the eightees 
of the last century Germany introduced soejal insuraneo, which comprised 
compulsory insurance of sickness, accidents, old age and infirmity. This 
was soon followed by Denmark and Britain. In England in 1909 the Old 
Age Pensions Act was jiassed followed by Health Insuraneo Act 1911-24, 
Unerajiloymont Insurance Act 1920-31 . the Widows’, Orphans,’ Old Age 
and PoosioDS Act 1923-32 for insurance against loss of health. Thus 
exauijiles of stale action and the discre'liting of/amez fairc doctrine may be 
seen in tlie subsidy to wages in the form of old age pensions, health and 
unemployment insurance, education, hospitals, oialernity benefits and child 

welfare. .. . 

The new step in the evolution of the system operating m England is the 

introduction of Beveridge Plan, which is a comprehenaivo scheme of social 
insurance, covering the entire population and ranging from maternity benefits 
to funeral grants. The new scheme is an outsUnding advance, since in place 
of previous unsatisfactory patchworks, it makes adequate provision against 
all major social evils on the basis of social minimum. The Beveridge Plan 
is a plan for the security of incomes for every man, woman, and child in the 
community. All the contingencies of Ufe and livelihood, birth, marriages, 
old ago, death, unemployment, accident, illness and disaisa are covered by a 

61 
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Bfoj'to and comprobonsivo system of contribulioa uader state auspices. Under 
the scheme o\ory one pays and every one receives. In short, a man and his 
family are to bo insured in respect of all eventualities v?hich either cause an 
interruption in earnings or an oxcaplional increase in expenditure. The v?holo 
scheme is now studied all over the world as an example of what a progressiva 
Government c.an do in the direction o! providing for social security. 

Social Insurance In India. Wo ha\o do sociai relief laws io India — 
except perhaps a few which wore born dead or have long since boon inoiie- 
rativo. The stale in India has scarcely yet deviated from the traditional 
policy of laissez faire in this respect. The fam'ng relief measures cannot 
ho described as ensuring social security; these are measures of humanitarun 
Toliof meted out to actually starving population io the event of acute shortage 
of food. Tho Workmen’s Compensation Act .and the Provincial Maternity 
Benefits cover only a minor part of the distress of tho industrial worker which 
again is a small section of our ixipulation. As far back as 102 7 tho Inter- 
national Labour Conforonoo adopted a draft convention on the subject oi 
sickness insurance by imiioaing on tho States no obligation to sot up a systoin 
of compulsory sickness iosuraoco. Tho convention was not ratified by the 
Government of India and sickness iosunioco oevor bocamo u roality. In 1933, 
the Intarnational Labour Conforeoco adopted draft ^convontions regarding 
invalidity, old age, widows’ and orphans' ioauranco. The Govornmont of Indis. 
however, refused to ratify those CoDvcDtioos on grounds of financial and 
administrative difficulties. The (lucslton of old age insurance was also raised in 
tho Logielalivo Assembly in 1937. Tho Government once again refused to give 
the proposal any serious considoratioD. 

The necessity of social insurance in India is urgent and we cannot afford 
toying with the problem. Tho dotorioraling conditions of tho lower classes of 
our iJOjinlatioD, the growth of tbo socialistic spirit, and tho schemes evolved in 
utfior countries, have made us rcafi’so that souiothing must bo done to amefi'or* 
ate the condition of our masses. Social insurance shall provide us with 
adequate remedy for many of our social ills. It can bo au excellent income 
maintenance device and will surely raise the standard of living of the labourers ; 
while at the same time benefit employers by tending to' solve tbe problem 
of Ubour scarcity, instability, turn over and absentouisui. 

Tho whole problem is besot with a number of difficulties, — financial 
and administrativo, and others such as tho immonsity of lOpulatioD, its plicoo. 
menal poverty, tho lack of roltable data, the primitive character of sanitary 
measnros and the absence of an offeclivo public opinion, conscious of tbe claims 
to a full human life. Indian labour is still migratory* and unorganised, illiterate 
and ignorant ; tboir wages are still so low as to render them unable to make 
contributions to any scheme of iiisnrancQ. 

Bcginning'rousl be made howovor. It docs not moan that wo must imi- 
tate tho Beveridge Pbn for adoption in our country. Such comprohonbivo 
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■sjlionio would lio Loyond the dreanw of tho wildest jniagiiiatioii. Wo can ho^m 
with ono aR]ioct of tho schomo . only wo must baao ii uuifiod systom. DilGcultios 
innsl be suTmoontod. LacV ol statistics is corta'mly ii groat hinderanco but an 
attempt to work out a schemo will itself open out,|iossibilitios of making statistics 
availablo. Mr. A. N, Agarwala in bia escollout book ‘Social Insurance Planning 
in India’ ploads for "the iotioiluLtion in our countiy of one braoch of soc'a] 
iusuranco after another, according to a inedoteimiood schedule and pattern, so 
that while wo may implomoot only ono branch at a time und one after another 
according to oui rosouicoa and roi]QironioatR, every now branch which is called 
to life doos not follow its onn intli and umtributo to a Impharard and 
isqymctncal growth but occupies its own pLiLa in the harmonious and rylhinital 
pattern drawn up in ad\atiLe »iud to bo realised iit the end." 

In the existing c’rcumfitancGS the sibkoesa insiiiAnco is tho most desirable 
and foisible beginning A euilable and woi table sickness iiiBurauco scheme 
was proparad^and submiltoil by Piufessoi \daikat to the fiovernment of Inili.a. 
i ha health insurance Scheme, which mtoltcd thiee yeuis of piei’aration, took 
concroto form lu the slnpo of the Emidoycos’ State lusuionc? Act. 

Tho ninployooa’ ®taio Insm.ince Act w.is lussed hy tho Pnminloi. 
Varliamont on Slid April VJ48. and the Dmployoos State Insurnneo Cnrpointnm 
was inaugurated by tho India's (ioronior.Cionoial on (llh October 1048 

Tho eoltome will apply in tho fust I'nst-mce to emplovaoa iu ficCories other 
than season.'il factories Ibis comes to nliout 2 million omployoos only. B 
IS thus a modest stait hnt in ly. as the Libour Minislnr claimed, well prove to 
bo the corner. stone of .i groat odiGco which a free country sookiug its economic 
Salvation lUtlSl build. 

Contribution is payable by nil omptoveoa to vshom tho Act applies, and 
who aio classified undei 8 caiegoiies on the bases of thoii a\or.ige daily wages. 
The amount p.iyablo weekly, nnigos iiuiii 2 annas m the ensa of those whoso 
overage daily wages aie Lctuceu Bo 1 and Rs 1 6-0, to Es J. 4-0 in tho case 
of those whose daily wages ftio its H and uliovo Tho EmployoiB’ contnbulion 
worlts out to double that til the employees in each category except in cises 
whoie tho daily aveiago wages aio bcluw Re. 1 and also in cases where the 
daily aveiBge wages are between Re I uiwl Rs. 1.8.0, tho einployei-a' contiibution 
in these cases being fixed ut 7 annae. 

The Coipoiation IS to get liDiii the Cential govoinment during each of the 
first 5 years a grant erjual to two.thiids of the adiimilbtrulno expenses (not 
including tho cost of the lenofils) In addition it may also accept giants, 
donations OT gills fiom Central 01 PiovinciaJ Oovernmonts, Indian States, local 
authorities and institutions and individuals. The piohmmaiy expense mennod 
by the Govornmont m connection with the establishment of the Corporation 
will he treated as a loan and atljustod agamst g^ants^tp be made by the Govoin- 
inont I'fftbe Coiporation. 

Briefly the scheme provides four types of benefits, namely, (Ij sickness 
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heneCt iiayablo for not more than 56 days in any contfnuous poriocl of 363 days at 
the rale of hall the average daily wages, (2) medical benefit either in the fonn of 
outpatient treatment and attendance in n hospital or by visits to the employee's 
home, (3) maternity benefit at the fixed rate of 12 annas per day for a total 
sriod of 12 weeks and (4) disablement and dependants' benefits at fixed weekly 
rates in lieu of compensation or damages payable under the Workmen’s Com- 
pensation Act. The Corporation may, at the request of any Provincial Govern- 
ment, extend medical benefit to the family of an insured person also. The 
provision of medical benefit will bo the responsibility of the provinces conceme<l 
and, where the amount of sickness benefit payment in any province is found to 
exceed all-India axorage, the amount of such excess will be shared.Vietwoon the 
Coi-poratiou and the Provincial Government by the agroeraent. 

The Corporation is to consist of reprasontativas of the Central GovammeBt, 
Prax’inclal Governments, employers and employees, the medical profession and 
the Central Legislature. From among those representatives, a standigg committee 
is to bo appointed, and this committee will be in charge of the administratixe 
‘affairs subject to the general superintendence and control ot the Corijorat'on. 
A medical benefit council, to be constituted by the Central Goveromenl, will 
ndxise the Corporation and tbo standing committee on matters relating to the 
administration of medical benefit. The Corporation may also promote measures 
for the improvement of health and welfare of iosurod i>oi soqs and for rehabiJila* 
tion and re-employment of insored persons. 

Labour Legislation in India 

The labour legislation in India ia essentially a product of 20th century, 
several labour acts were in existence before also. The chief characteristic of 
the enactments that were made in the 19tb century was that they were not for 
the protection of labour, iiut in the interests of eroployeis — foreign or Indian. 
The earlier Assam Labour Acts, the Workmen's Breach of Contract Act 1839, 
the Employers and Woiknion's (Disputes) Act 18CO, were all conceived in the 
interests of the employeis with a view to supply them with a docile laLonr force. 
The rapid development of cotton industry in Bombay however, began to causa 
alarm to Lancashire, and the prevailing abuses in connection with child snd 
women labour in Indian factories were the grounds on which the r^ancasbire 
interests insisted on India to enact labour laws — not intended in the interests of 
workers but to restrict tbo profitableness of Indian industry, and this finally 
culminated in the factory acts of 1881 and 1891. 

Factory Leghlalion The Act of 1881 applied to factories using 
and employing moia than 100 persons. It required the minimum age of 7 ye.vrs 
for children, and the children between 7 and 12 could work only 9 hours a diy 
- witb'an hour's daily rest and with 4 bolklajs in the month. The application 
‘of the 1891 Act was extended to /actories employing SO persons. Tbe age ot 
the working children was raised to 9 and 14, while the maximum working hours 
were reduced from 9 to 7 per day. It protected women and chlklrcn egainst 
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lu'ghl work and Ciod a maximnrn of 11 hours a day foi wnrnon workers. 

On tho basis of roconinioudations of labour commission appoinlod in 1003. 
a non .\tl was jjassod in 1911. IS lifoilod the hours of work to 12 in the day 
for luon uud to G in tbo day (or chilclreo oinployed in toxtile factories. Night 
work was forbiddon excojil in coriain casos and seasonal factories weie broii'’hl 
under control. 

Tho oxigoncius of tlio war 1014.18 made it necassary to increase proiluction 
iiiil som« of tho rustrii-tions of the FaUur> Aus woie temporarily romoved during 
the wu. Id 10'23 unothoi Fiictiiry \ct was (uased. This applied to all power 
using factories employing not less Ih.Mi 20 persona. Tho hours of work for all 
n>liili woil.orB wero rostiictod tn II in any ono day, anil GO foi a wool:. Tho 
iiiinminin age of woiLmg ctuldren w.is flxe>( between 12 an>l Id yoais. Provision 
was also mole fill hoallh umt s&fcly of w»rkeis. beltoi Baintatmn and eCTectise 
jnspettmii, 

TLo^ act was fuUher amondoil in 1934, The working houis for adults 
weio Imiiiod to 04 a weuk oi lOaday. Tb« act piovidi’S for a vveekly holiday, 
lost ]>eriul3 and foi cortdicates of fitness foi iioisons between 12 and 17. It 
also lays down that uo child between 12 and 15 shall work for more than fi 
home a day. Tho puucipto of spread over was applied foi tho fust time. 
Aitificial huiuidiGc.ation mcasuros weie expaude<l. and jwoMsions weio laid down 
fill welfaie of workers and oxoithne woik. 

A landumik in the history of labour legislation in India, was tbs amend, 
meat to the Factoiies Act 1934. piovidiog for ibe reiluction of the Biosimvm 
weekly hours of work from 54 to 48 in peronnial factoiiss and fiom CO to 50 in 
seasonal factories. Tho ‘spread ovei’ has boeo reduced from IS hours to ID hours 
in caso of perennial factories ami 11 horns io oise of seasonal factories. 
The amandmont at tho same time ompoweied Provincial Qovornmonts to exempt 
any indiistiy from this provisioo. A noteworthy feature of the Act is that 
It provides foi the payment of overtime work both in perennial and seasonal 
f.ictoiies and increases its late to double the late of workei's pay in ordei to 
discour.ige working oveilimo m factories. The .Act came into force from 
lf.t August, 1940. Id fact, the reduced hours will result in greater productiie 
eflicioncy. 

Tlio Factories Act of 1948 takes the place of the Factoiies Act of 1934 and 
came into foice on the Ist day of .\piil 1949. This now Act will be applied to 
all the Provinces and to such of the BUtea as have acceded lo the Centra in 
lospoct of labour legislation. Tho Act is not in any sense a revolutionary 
me.isuro, but it contains a number of important amendments and new provisions 
which iDiest It wicb a (ortuio amount of siieuaJ etgniGcance. 

The scope of factory legulation has been considerably widened by tho new 
Act. The existing law applied only to industrial establishments wliore 
nianufdctming process is earned on with tho aid of power and where twenty or 
moio poaoDS are working. The now Act becomes applicable to all factories 
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emi)!oying ten or more workers where power is user! aod to factories employing 
twenty or more workei^ where power Is not used. The now Act has also 
abolisbecl the distinction which was mide in the old Act between seasonal and 
perennial factories. 

In order that the initial planning and lay-oat of factories may be carried 
out in a satisfactory manner provision has been made for the compulsory 
registration and licensing of factories by the Provincul or Stale ofBcials 
concerned, and for prior sanction for the construction and extension of 
any factory. 

So far as the working hours are concomod no adult worker will be required 
or alio. ved to work in a factory for more than forty. eight hours in any week. 
On any particular day an adult worker will not be required or allowed to work 
for more than nine hours. Ko worker will work for more than Cie hours 
before he has bad an interval for rest of at least h.alf an bjur. Inclusive of the 
intervals for rest the sproad.over of the total working period of a worker in any 
day must not exceed ten and a half bouts. For over.tiine work the worker 
would be entitled to wages at tlto rate of twice his ordinary rate of vvagos. A 
holiday for a whole day in every week is assorcil to the workers. In cage .of 
women workers, it has been laid down in the Act that no woman should be 
employed in any factory except between the hours of 6 a.m end 7 p.ra. 

'While the existing legislation left too much to the rule.making powers of 
the Provinces, the new Act lays down mloimum reqnirements in respect of the 
health, safety and general wolfaro of workers, thus limiting the powers of the 
Provinces and States to making rules for the less important procedural matters. 
The Act also places the responsibility for ensuring tlio complianca with the 
provisions of the Act on the occupier of maoufaclnriog establishment and not on 
inspectors as provided for in tbo existing legislation. 

Other provisions include (i) the Sxation of daily and quarterly limits of 
overtim*0, the raising of annual leave with wages from 10 days per year to one 
day for every 20 days of work in the case of an adult and to one day for every 
10 days in the case of a child, (2) the raising of the minimum age of children 
in tfee factories from 12 to 13 and reduction of their working hours from 6 to 4i 
with powers to Provincial Govemments to prescribe higher limits in the cage 
of hazardous undertakings, 

The Act has also provided that in every factory wherein five hundred or 
more workers are ordinarily employed the occupier will employ in the factory 
such number of welfare officers as may bo prescribed. 

Mining Legislation. The first mines Act was passed in 1901 and it 
provided for appointment of inspectors. The act was amended jn 1923 and 
provided for a weekly holiday, for the limitation of hours of work for adults 
above ground to tO a week and under ground to 54 a week, and for the 
prohibition of employment of persons below 13 years of age. In 1929, regula. 
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was further QDicnOod io 1035. Liiiplojinent of children lolow 15 yeais of e-'O 
was iirobibitcd. The hours of work wore limited to 51 rer week, and 10 houis 
a day above ground and ‘J hours a day under ground Iho jiro\i8ion roUtiDg to 
cnililoymont of women undouground was Busiondcd during the Bocond world 
war but has ag-tin Leon resorted after tbo cessation of hostilit'os. 

Indian Mines Amcndinent Act was passed in 11)40 It omiowers the 
Central Goaornment to roiuiro colliery owners to conglruot locker rooms and 
bathing places with shower baths separately for men and women emplojod m 
their mines and to maintain them according tu proscribed tules and standards 
Since then, the Coal Mines I'itboad Bath Bulos have been framed and published 
by the Government of India. 

Coal Mines Providont Fund and Bonus Schomos \cl, I'JlS lus given 
powers to tho Guvornmont to piu]>ire and intioduco these sclicmes in the first 
inst.incu in coal mines as an cat<oiiaiout and then, in duu cuuiso, to extend to 
other iiidtislnes also, with suitable uio<tifi<;.itK>n8 While tbo provident fund 
«chumo is still under prcparatien. tho Govcroiiioot liavo gone abo.u1 with the 
bonus schema In coal ndoos U>d.t) ubouttfOpor cent of tbo workers are 
casual laboureis, U is tlioroforo difficult to inlro-luco the proviJoot system 
at once. But GoNOinmcnt is doloimiuotl to introduce it and it was propusod 
that the employers should couliibuto a su'uo'iual iu ouo anna in tbo rupee of 
the basic earnings and ilio workers should also coiitributo u similar amount. 

Transport Legislation Ihe railway workshvps woro covered by the 
Indian Factories Act of lUi^ but lUo other lailwjy wurkors were not protected 
by any legislation Govoromont of India had already ratified tho I. L. 0. 
Convoction iu this rcsiioct. fa 1030. Indian lUitways (Amendment) Act was 
passed which limited (ho houi% of intormilteni work to 61 a week snd 
noD.iutomiittent work to CO hours a week, and inoviJeJ (or rest and inspection. 

As rogvrds maritinio labour, tho lodian 'lorchant Shipping (Amondmont) 
Act 1031 insists on a misiuiucD age for sduiiss'ou of childres to employment 
at sea and for admission of young |>er9oii3 to ouiployiuatit as trimmeis and 
stockars . prov ides unoinployinout imleoinity in case of loss or founderiug of 
the ship, and rei|uire6 madicrl esaminvtion and u cortifiuvto of physical 
fitness for ehjJdfOJi and young }«rFODs. Provisions aro hid for protection of 
tho seamens rights, protecting dockors agamst auoidouts in loading and 
unloading. Child labour has also been regulated. Tho Children (Pledg-ng of 
Labour) Act of l'J33 has been passed to abolish a particularly lovolling form 
of child slavery. 

Other Legislation. Social rights of tho vvorkers have also bean Cubsi- 
dared, aud the Vi’orknien's Compensation Act was first ptased in 1923. Smee 
it has been kept ui'todjte by subsequent anieudments from time to time 
jiroviding for changing conditions. The provision fans Lean made for compan. 
saliou when a worker meets an accident or contracts some occupational disease. 
Maternity Bonofils AcU to meet one of tho urgent needs of wouicu workers 
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have besQ passed by the Central Government and also soma of the Provincial 
GoverntnonU, the Bombay and U. P. eoT®rnments being the leading ones. 
Payment of Wages Act, 1936 is perhaps the moat difficult piece of social 
legislation passed in recent years. It lays down very elaborate and detailed 
regulations regarding imposition of fines on the workers, dedactions of various 
kinds from the wages, tbo payment of wages and as to the time and mode of 
payment. 

Industrial Employment (Standing Orders) Act was passed in 1916, It 
applies to all industrial establishment eaiitloyiag 100 or more workere in British 
India. It makes it obligatory for the employers of such establishments to dofioe 
conditions of service such as wage rates, conditions of leave aud holidays, 
termination of employment, Basi)en3tOQ or dismissal for misconduct etc., aud get 
them certified by an officer appointed for that purpose by the Centra! or 
Provincial 6’oi-emmentsas the case may 1)0. This Act aims at avoiding vague 
and ilUdofined terms of service in mdustml osublishuionts. In the conciliations 
and arbitration of industrial disputes, standiog ordors as certified under the Act. 
will bo verj* useful to judicial authorities. 

Protection has also been afforded to labourers employed iu bhops, hotels, 
restaurants etc. f^ops and Comiiiercul Establishments Acts havo been p^s^sd 
by Provincial Governinonts to gt\e relief to such labourers. Provision has been 
made for the limitation of hours, rest, holidays etc. 

It is not considered necessary to refer here to other Iegi8ldti\e measures, 
such as Trade Disputes Act, Trade Unions Act and plantation legislation, which 
have been described and commented upon at their appropriate places. 

It is evident from the above that in recent years there has been a crop 
of labour legislation. It should not. however. lead one to suppose that nothing 
remains to be done in future. There are still problems which remain untouched 
and unsolved. In case of small establishments the working conditions are 
most unsatisfactory, and often bigger eslablishtDenls are split into smaller units 
to evade the application of law. The iosiiectian and adininistratiua of the 
legislation still leases mucb to be desired in order to get tbo fullest benefit and 
use of the various measures that have boon taking during past years. 

Industrial Welfare 

Industrial welfare work was originally defined as "anything for the 
comfort and improvement, intellectual or social, of the employees, over and 
above wages paid, which is not a necessity of industry nor required by law." 
Tbe scope of study was thus laid "entirely separate and distinct from other 
phases of employment. Wages might be low, hours long, working cOD'Iit’onS 
bad and tenure of employment insecure, but if the eatabh'shmant had, before 
correcting these evils, instilled a good lunchroom, wash rooms or other 
welfare features, it was scheduled for that." This view is now gone, and 
today welfare work includes provision of amenities and facilities for the 
workers both within and without the factory. Not only that, welfare work at 
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prosanl moms work undortakon for inipioviog tlio ho^lth, Sifety, goueral 
vrollboing anJ industrial ofBcioncy of the workore bayond tha minimuni 
etandards sot up by the Factory Act or tlemanilo'l fcy tbo proasure of organised 
UbouT. Tbo torm is Ibus usod to dosignito ‘ tho vol.iolary nclivit’os ol 
oaiployors to socuro for tljoir woik pooido gooil working conJitiooi inside tlia 
factory and to provido, outside tho factory, facilities for rocroition and other 
aiiionitios of life that contribiito to their woUboiog.’ Empbisis is laid oatho* 
voluntary uclivitios . legislation socuros statutory woHaro. 

It must be udniitted that Ibora is a close connection betwoon statutory 
and voluntary welfare. Tbo former is oocossarily limited in scope and 
rolatoa to special tequitamenls necossitatod by the nature of occupation while 
the 1 liter roUlcs to tho general welf.vro of the workers. Law can 1<5 down only 
tninimuin standards. Rut wolhconcotved legislation furthers voluntary work, 
and a high sb.vndard step up by goexi employers makes way for their inclusion 
in future legislation. 

Wolfaro work is only a recent ionovatioo which took deep roots nftor the 
First World War. Industrial Revolution conipleloly changed tbo leUtionship 
between tho vvotkei and tiie rD.t8ter. There was left no other contact between 
them eioopt "the ooaus of naked solMotcrost and callous cash payment ” As 
tho size of the business grow, (wrsonil contact between the employer and 
workors giadually disapiioarod In absence of this sustaining induonee, tbs 
rolatioDS between employers and workers were embitleroJ, beoiuso of tie fact 
tbit compliiuts west unhoard, grievances unredrosseJ. and resort was taken to 
dlro;t action The growing tension and friction between labour and capital, 
pressure of public opioioo, sense of eocml ojuity all impelled action. Until the 
war, it was hardly thought of owing to the ignotaoce and apathy of worker 
himself, ahoct.eigbtedness of empfoyets. the neglect of the state and mdifToroace 
of the public. Tho war with all its attendant revolutionary circumstances 
helped to give a new poreiwctivo to those problems of workors. It became 

obvious to everyone thinking seriously about iadustiial life that efforts should 
be made to sustain their health and [lowers of ouduranco. improve their mental 
iilertooss. develop their individuality and enlarge tlieir capacity for sound 
citiionship. It is with a view to solve those problems and to restore human 
touch to tbo industry that welfare work is necessary. 

Tho need for welfare work in India is greater. Indian labour is migra 
tory and oxtromely inefficient. To secure a stable and contonlcKl labour force, 
to minimise labour turnover, conditions must bo improved, and much can be 
done through welfare work. If a benefit in form of increased cash wages is 
given to tho Indian woi kor. ft may not have tbo desired result on bis efficiency, 
lie may Inke to increased gambling, drinking oi oxtravaganco. If. on tho 
other hand, bfe condition is sought to bo improved through welfare work, his 
elficieuoy is bound to increase. He ahali be made to feel tbs need for self. 
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improomonfc, and then make efTorts to secure it, AbBonco of well organised 
trade tmiooB in our country' which could look after the interest of workers, lays 
emphasis on the need of welfare work in India. 

Welfare work in business and industrial enterprises is that part of the 
raanagoment concerned with organisation of working conditions on such lines as 
will bo acceptable to, and provide for each individual worker 'a) physical comfort 
and wellbeing (b) full opportunities for the use of his work and abilities; and 
{c means for the development of all his faculties. It aims at assisting the 
individual to fulfil his function both as a citizen and producer iu the interests 
of the community as well as of the particular enterprise with which he is 
conncclcd. It seeks to promote abetter understanding between employer and 
employee ba^ on just dealing and mutual co-operation. 

The objects in short are: (a) humanitarian since its purpose is to enable 
the workers to enjoy a richer and fuller life ; fb) partly economic in that It is 
meant to improve the efficiency of labourer, to incroaso its availability where it 
is scarce, to secure a bettor class of workers and to keep them contented so as 
to minimise the inducement to resort to direct action , and (c) partly civfo >o 
that it aims to develop a sense of resiionslbility and dignity among workers 
and thus pa\a the way to their becoming indopundunt minded and useful 
citizens by providing them with adequate recreational, technical and educa- 
tional facilities. 

One thing must be emphaaisod. Any schemes of welfare should not be 
taken out of mere pity or philaulbrophy. They are looked upon with suspicion 
and even antagonism by trade uoiona. This sort of feudal charity is resented 
by self-respecting workers. What is needed is to organise welfare work as a 
part of efficient organisation and management, in which adequate care and 
attention is given to tbo needs and problems of (be workers. The work should 
engender a feeling of a changed mental altitude on tbe part of cuiploycrs recog. 
nizlng the claims of aud with a view to secure elficiency for tbo workers. 

The welfare work may be admio'stered by the employment department 
or in large concerns by a committoo consisting of management and workers. 
1^0 Bcbome can be devised ■which can be equally woU.applied to all under, 
takings. £ach concern has its spocul probleun to solve which a suitable 
policy should be evolved, considering lU size, requirements and resources. 
For tbe success of the scheme, it is oatreniely ossjntlil that tbe scheme shall 
be worked with co-operation from all sides — maoigemenb, workers, foremen 
and other executives with a unity of purpose and in complete harmony and 
with anfeeling that they have a sacred obligalion towards their follow workers 
and to tbe society at large. Schemes once evolved should bo ontrnsted to the 
workers and they should be required to give their willing co-operation and 
living interest in details of work. Management should confine itself to brojd 
outHnes of policy; too much interference on their part kills the initiative of 
the workers, and many a scheme result in failure. 
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.\«5 to wliat acli\Itios shouUI Ue icclU'IeA In wolfare work is a matter to be 
ile«iilu>l with tluo ro^anl to the natare ami location ot the industry, the si/a of 
uudertaking, the tyiMj of work inaohcd and the system of organisation. Broadly 
sifaking welfare work may be divided into two classes — work inside the factory 
and work outside the (.ictory. .Arrangements within the factory may incloda 
such actisitios as roirgin'Sition of rearuitment systoo ; rata fixing, rules- 
regarding lea\0, promotion, transfer, dismissal, and holidays ; standardisation ol 
wages, jiropor lighting, Lleinlmcss, rentiittion , maintaining of proper tempers, 
ture. organising rest fnnses, time, mot'on aod fstigne studios; provision of 
iCLlmical traminj. proiiiution of accidents and uo se and bulIi otlior facilities as 
moss riio;ti«, cloak roi.ms und lisatories Of the work outside the factory, 
provision of genoril and tochnica'i ediicttion, prosiS'on of theap rent and suitable 
Liousing acc'icnmolatioD, free ino<1ical aid. cheap credit facilities and social 
icismiinco and thrift Pchemes Sro the nioit luiiKiiUnt. Fsclhties may he presided 
1 ir h ariiig the complamts of woikeie, their leady iind prompt adjustment, for 
letter writing to friends and lelaHves and also (acilit'cs fur lemittsnco of money 
to their deivjodents 

Recruitment Ti’e s>rmu« evils s««ociale«l with the recruitment of 
fictors workers in fodia, sa<l then lurmful m/loences on the ef/ieieneyof 
v-orlfsrs liasobccn already discussed In the interests ol efficiency and in 
onlci to secure n stable tahi.ui foice a >s «s«ontial that these evils must iis 
removed The recruitment should l>o made in a scientific manner. Removal 
nf the jobber shall Sate the worker final the eletches of the money lender and 
other parasites. Suitable selection leUi must lie evolved, and the persons 
formerly employol else where, nmst l»e reqijire! to proluce certificates from 
previous employore. Nepotism should be discouraged and sheer merit most 
b<i the deetdiag factor. After his selectioo. the worker must be familiarised 
with the oature of his work and dutioj lie may be shown round the factory, 
introduced to his fellow worko'S and to the ofhcctw under whom ha has to work. 
Rules about factory discipline and routine must be explained to each worker 
on engagement, and if possible a printed copy thereof should be snpidied to 
bim. Proper arrangements and ni’es should be made regarding bolidajs, 
leave with or / and without pay, promotion, transfer and dismissal, etc. 
Arbitrary fines or deductions (nna wages should be discouraged. Proper 
records must in all cases be miintamed of the work of every employee and 
their progress must be cIo«eIy MIowed during their stay in tbe tmdertakfrf. 
Periodical tests may be orgsn'sed to consider the question of promotion or 
diemissal. Workers must however be eonvioced that there shall be no arbi. 
trary or unjust dismissals. Security of employment is an important contributing 
factor towards harmonious relations. r/utly public employment eicbsngea 

may be set np. It will minimise simless migration in search of work. 

‘Cleanliness and Ventilation, etc. A high standard of cleanliness and 
tulinais, and miiatenanca of hygienic cQnditiona within thg factory is highly 
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aes ral.Io The should he periodiclly white.avusbed. Tbs bebt.o. 

system should be osre oily des!s„ed so as to eive abuudauoe eleven lij 
smtabletotheneedsofthe workers. Dim. dasaling. „„d glare lights imped, 
working, oanse headache, prove injurious in the eyes of workers and cans, 
accidents. Factory and workshop should bo properly ventilated lompora 
tores should bo miintained at proper levels to ensure comlort and well being 
to the worker. In tevtilo mills, artificial humidification sebemes must be 
wisely conceived and properly administered so as to cause the least incon. 
venience, injury or cJiscomfort to ilia workers. 

Bath and Toilet Facilities etc. Bathing is extremely necessary iu Indian 
cliuiale, and Ihorefore any facilities provided by employers in this respect are 
much approoialed by tbs workers. Conditions regarding this ars very unsalis. 
factory in Indian factories. Bath rooms, wasliiog facililios, and Uvalorios 
shonld be provided. Fresh driokiog water slioold be available io snificieiit 
quantities. Dining rooms aod cloak roooia arc other items io II, is conosclicn. 
Ihere should ha available clean and oevl places where workers can lake Iheir 
meals during intervals and can tako rest. Partaking ol meals, freshly cooled 
and at reasonably low prices amidst cbeerlul surroundings in company nith 
others would stimulate healthy felloiv.feeling and would act ss a source cf 
mental and physical relaxation If possible cheap toa.stalls and restaurants 
should be set up where the workers can rolrssb Ihsmselves without nfuch 
expense. 

Establishmenl of Creches. It is so iostilulion where lbs young child, 
ren ol women employees are taken care of whilst the motbere are at woik 
A tmioed nurse shonld be kept to look ali.r children. Cnildien her, sra 
saved Irom the foul air ; dangerous fumes aod accidents to which they arc 
exposed il they .ccomr.,„y Ibcir molliers to tho machines, Undoihliugs 
employing large numbers of women workers must provide these facilities a, 
tliey have a direct and very i.g,x.rtant IsiariDg upon cbil, Iren’s liealtb It' is 

regretting that conditions in this respect in onrcooolry specially in Bengal are 

very unsalislactory, though some of the Bombay aud Abuiedabad omUjers 
ha\e done really good work. 

Prevention of Accidents. Self.pre«5on'ation in Uvb 

w. ... f , 8 the primary considor.ation 

ol individuals. It must ti.emlore ho socu that workers are not exposed to anv 
danger. Dangerous machinery should bo adonuatoly fenc,,,] Ar i • . , 

devices, like fir. extinguishes, shonld he IstaiL “ng whtr'::!.:;:'.'’ 
protective clothing should be supplied to the workapsj q r » -“>■ 

a Jjditfty measuros should 

he tanght to the Ignorant and ,nex„r,6nced workers, if necessary through ™slc,s 

and charts. Safely aid boxes must h„ kept in readiness and l„i„.d 

emergency cases must bo employed. 

During times of war. when workem arc in place, exposed to enemy actioc 
proper arrangement, must he made for their sifety. Bomb proui 
in quality and good ,o numbor, most 1« pipvkw. Workem shouH lie'givcn 
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sufficient prnctico as to their ljoha\iout dmiiig ait raids. TIio question of motion 
nnd (eti^UQ study may ho talon up nod suitabio leat pauses maj bo esotsed. 
Honrs should not be unduly loui;. Bshaustion duo to o^cr \sorl and consequent 
physical and mental strain loading to illnoss should bo avoided. It is biglily 
desiiahle that jiropor shift systems are arranged. Night work, unless ludispens. 
able, must bo discouraged. 

Education Piovision of education is ono of tho most important services 
that the employers can rondei to tbo workers. The Indian woilcr is Lnonn 
for his ignorance and therefore woilera" cuildron hardly get anj encouragement 
from tboij {iiroats for oduc ttion. On the othei band, tbo child jyn uisy be asked 
to work 111 tlio ftkctoiy lu order to augmout tbo fainil) income Iba suiqily of 
educational facilities is usually not a diroctiy paying pioposiliun. Hut it hug 
important whcilosamu offecl'i on the olficcncy of the woikcrs -Mere litoiacy 
may not bring about much diffoionco iii tlio tochcncil compcteuco of the woikois, 
but ft males a great ditTeienco lu Ihoii umlorstandiog. f.itoricj would thus 
nnterially help nut uuly ill tliu acqu.siliuu of Hiuplo lecliiiical kiiuuJodg^, 
also iu proiior understanding of other manors. Number of stiiLes in India take 
place booiuso of the ignorance and lack of judgownt on the part of the woikers. 
They are easily esploiled by outs'ders often fur thoir personal ends. If ignorancs 
is remoTod, employers will be able to sccuio intoU'gODt body of workers who 
will not alton themsahos to lie used ns pawns in the personal or poiitical game 
of iutorostod outsiders. Almost all b=g undertalings have provided fnciUtlos fot 
some sort of education , but they are fui shoit of tbo need. Primary education 
must bo cooipuisory, and to llqu'dato dliteiacy on a large scale, adult education 
may bo provided for. A sound elementary education is suie to help in creating 
^ civic sense and in turning out a more elficieot class of vvoiLers with a better 
and more bot>eful outlook on life. 

Food and Nutrition The food that a worker consumes depends vary 
largely on in's income, and as wages aio tow, the kind of food taken by vast 
majority of Indian woikers is pool. Jt is esscotial to give tiietn the proper 
kind and amount of foo<l necessary for health and stiengtb if their efficiency is to 
bo maintained. ^Yllalesonle food must bo available at clieap and moderate cost 
to the workers. Tlio soaiing war time prices require the provision of grain at 
the minimum rates Cost price graio shops may bo opened and this work can 
very well be taken up through co.oporative societ’es. The middleman should le 
prevented as much as possible from fleecing the consumer A cUeiper supply of 
EU ar and piotective foods such as vegetables, fiuits and milk should be arranged 
for the workers. State can help in this through readjustment of central, 
provincial and local tjsation. At present our taxation system is rather 
icgrossive , incidence of taxation is specially heavy ou commoilit’es of common 
consumption by the poor, as fooil grains, firewood, keioscno. etc 

Housing. There is a close connection between health, housing and 
eamtalion. In almost all big industrial towos of India, conditions regarding 
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Iioiising accommodation are mo^t deplorable. A low %vago combined with high 
rants compels the worUor to reduce hia expenditure in other direction, i.e., lood 
and nourishment. Injurious effects of bad and inadequate bousing cannot be 
overestimated. A few sporadic and ill.conceived attempts were made to solve 
the problem but they failed. Attempts have also been made at several places 
by a few employers. But in these cases, accommodation is available almost 
invariably on the condition that the worker shaU not owe allegiance to the 
trade union, and shall not take pari in strikes. If they do so, they are turned 
out and at times o( strife the lot of the workers generally becomes pitiable 
In many cases therefore the accommodation provided by employers is not 
availed of. What the workers want Is good and strike free houses with cheap 
rents and a sense of security so that in limes of unrest they shall not be at the 
mercy of the employers liable to be thrown any time on the streets. Beliance 
cannot bo placed on private estate agents or spoculative biitlders. Its solution 
iovohes a woll-thought out and co ordinate*] plan of bouse construction . and 
slum clearance undertaken by employers, and, if necessary, beli»d by the state. 
It may be mentioned that houses can be constructed in suburbs outside the 
town, and employers may provide cheap, quick and efficient transport to the 
workers from and to the milis. In this way workers can live at a distance in 
better surroundings and comparatively cheap rents. Cheap bus serrioes may 
be introduced between labour settlement and factory areas by employers or state. 

Medical aid. Nothing so much directly affects the efficiency of the 
worker as his health. In order to protect bis beallb, provision of free medicines 
and attendance is the chief requirement of the worker. For, though family 
budget statistic reveal a little money sometimes spent by workers on medical 
treatment, the amount they can spare is so small as to be of little benefit at the 
existing prices of medicines and medical attendance. A considerable part of 
absenteeism in Indian factories is due to ill.bealtb of the workers. No estimate 
can be made of loss of income to the workers and the loss to the industry due 
to incidence of disease, largely of prevenliWo charaoteT. 

Although provision of facilities in tbis respect seems to be practically 
universal or at least in larger establishments in India, but efforts made so far 
have been able only to touch the fringe of the problem. Dispensaries have 
been set up but they are not well-kept. In most cases there are no qualified 
whole-tima doctors or at best the visit of the doctor is periodical Charge is 
generally nominal but the workers do not seem generally to appreciate the 
advantage. It appears that there is somuthing radically wrong with the present 
state of affairs. It is alleged that doctors don't take any interest in their work 
and that they are employed not for the welfare of the workers but to be used 
as instruments of tyranny and abuse. Before a worker is given leave oa medical 
grounds, ho is required to produce a medical certificate from the mill doctor. 
The mill doctor, unless the case is very serious, refuses to give the certificafo. 
^.^^ases have been brought to notice where deaths have occurred within few hours 
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of Iho rofiisa} by t]jo doctot to gho ft cortiiicato of illuoss. 

What is roquiiod is tliat moilical attondanco should bo froo ur on nuniinal 
cost. Projiorly qnaliSod n-holotino doctors aro the "urgont necossity. Tho 
doctors should be courageous enough to withstand any iirossuro brought to 
bear on them witli n view to barrass tho workers. Tbo nuuibor of bosjjitjils 
should be increased and they should be wolboqnippod with medicines, 
apparatus and trained nuisos. compulsory and coniributoiy sickness insurance 
scheme would bo oxtrcmoly helpful in Indian conditions. 

Recreation. To counteract tho eOect of stuHy atmosphere and conges, 
lion, and day's fatigue, provision of aniontities for mental and physical rocrea. 
tion has nn itni>ortanl ptaoo in welfare work. Holidays with pay are important 
in this connection ns they afford tlto l.ibouror tho necessary break in strain and 
lujnotony of coat nuous industral work. Indoor and outdoor games should be 
proNided. _ Armiigomont for physic.«l oxercisos and sporting activities maybe 
made. Ilcnpbasis should bo laid on indigenous games and sports such Ixiibaiiili 
und wrcfitliog m itdies. ^poitiog acti^ilios. oihibitiuDs, lUAtdies, bhajati and 
f/uvu(i/i pai ties, aro nn cb nppiotUtcd by Indian workers. Picnic, excursions 
and outings may be nmngO'i. Oruniatic society socml and litorarj clubs, debates 
and discussions, mu-jical oolerlaiomoots stiould bo oiganisod to raiso tboir 
nostliolic nod intellectual interest aud do\elo]>uiont. Cinema sliows and exbib!. 
tiousmaybo organised foi disjdayiog topics of lotoiest such as boaltb and 
santtatiOD, etc. Provision of ptaying fields for children, parks, libraries and road. 
Ing rooms and othoi recrovtionnl facilities aro the responsibility of tbo omployer, 
Derefopment of thrift etc Unbit of thrift may be inculcated in the 
workers. Extravagance should bo discouragotl, Suboinos of contributory 
provident fund may l/o set up. Any bonus o> provident fund schemes must 
be, however, free from oocumbraocoe It is alleged that iu sotno casos pay. 
moats under tiiese schemes aro paid on tho condition that the worker iias placed 
in a certain period of satisfactory coutinuous services, and if they are found 
(akiog part in strikes or orgouisiog unions oto, those benefits are forfeited to 
them. Such disabilities should lo removed, Cousumors’ co-oiierative stores 
should bo oatablishud, and with a debt relief orgaaication. ebea]i ci edit through 
co-operative societies should bo mailo available Workers should bo oncour god 
to make small savings vv hoi ever possible 

Ralionnlization and Labour R«tionali/utioo conbists in the systematic 
efioit to got tho most out of tho resources^ labuui aod matoriula oti]]ilo>od 
in various economic activities Rationalisation affects labour in a variety 
of ways- es]«cially through tho changes in the technique of nianufacture 
and labour management. In India these have been called by different names, 
such as 'ralionaliration'. ‘efficiency system', or intensification of labour'. 

The aim of nil these ire-ifurcs is to reduce cost of production and or 
to increaso the margin of inoiits. In so far as it relates to labour, tlieio are 
two ways in wbicJi it can le dtiMi ; eill or by leduciiig IJio lalo of wages, or 
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by asking tlinin to do moro work for the satna wage. Tho first method is 
rarely successful owing to tho stiff resistonco of organised labour. Wage 
cutting is difficult even in a country liko India whore labour is not well 
organised Naturally resort is taken to the other method. Rationalization 
in this rospoct is concerned with such things as bettor selection and training 
of tlie worker taking up of time, motion and {.itigue study, bettor organisation 
of worker and working processes, supply of bettor tools and instruments with 
a view to increase the efficiency of the avocker. It goes, tberoforo, without 
saying that rationalization invariably increases the efficiency of the worker. 
The effect of these measures may now be seen on other aspects of labour. 

Effect on employment. When labour saving machinery is introduced 
in an expending industry, the process of installation is generally gradual, 
and it rarely results in acual displacement of libour. Where sneh meisures 
are taken in a depressed industry, they laid to direct displacement of labour, 
and fair of unemploymont amongst workers, and that usually at tho time of 
tnule depression. Suffie'ent statistics are not, however, available to determine 
doGnitely ibe relation between rationalization and employment The extent 
of unemployment, in any case, is loss than one might be led to imJgtne. 
Boms of the unemployment created to early stigas is remedied by improve- 
meets in the organisation of industrial undertakings in so far as they lead 
to better adoptation of production to market needs. The fall in prices leads 
to increased sales and conseqnently further production, and retbsorption of 
a section of those who were formerly dispUcod. It may be concluded that 
majority of rationalization measures ioToIve a certain degree of unemployment, 
though temporary. But as rationalization goes on, it must of necessity lead 
to a certain permanent margin of unemployment. This may be considered as tbs 
price paid for progress. There is a danger here and that is that the new 
employment may not take place to tho country of rationalization,, but in some 
other country. For example, rationalization of transport in India created now 
employment in foreign countries manufacturing automobiles, locomoliaos and 
aircrafts. The price paid in such cases is greater. 

Effect on Work Additional strain and fatigue may be in)i)osed on the 
workmen as a result of asking them to do more intensive work. Employers 
point out that as material surroundings and general conditions of work are 
improved, there is better layout of work, better materials and improved tools, 
there should bo no raason for focraase in strain. In theory they may be 
concede*! ; in practice they are easily solved. The question of time and fatigue 
study is highly specialised, and needs a number of exports. The industrial 
engineer, psychologist and physiologist must all co.opomto if dependable results 
are to be obtained. Neither such tecbniciana employed in India, nor they are 
avail.sble. * .\nother difficulty is that oven where such experiments arc made, 

. they are true of and applicable only to the cundittons of the individual uoder. 
taking for which they are made. In India the inferences drawn by few were 
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COpioJ ftnC applioJ by others in highly differeot conditions. It goes without 
B4> ing that on Ibo whole results am boooficial and the above remarks ompbasise 
only the ditlicult QatUTO o( the problom. Many extremely unpleasant tasks are 
ropJacotl by simple handling of a few loTorg. 

Effect on Wages, numbar of oxirarime&ts Bhow that wages are 
incroiisod. On the other band, the general level of wages is Ifukod with technical 
progress and consequently of sproa<l of rationali/ation The wider the field of 
aiipIicatioQ of rationaliBation, tho more are the chances of a lasting increase in 
wages. A certain rise in wages IS often a DocoBsary proliminary to the introduc- 
tion of now woiking niethoils The worker is provideil with articles of improved 
qu ilily at lower prices and Ihoroforo his real wages are increased. But the net 
edecl can be known only alter conaideriug the not omploymont situation. 

In the above paragraphs, certain cooclusioos have been drawn bringing 
out tho ndvoiso oilccts of rntionalisation. It does not mean an embargo on 
tecliuicsl progress . that vrouW bo suicidal for any country. It only emphssi. 
ses tlio fact tlut serious oature of short term difTicuU/es must he recognired and 
provided for while admitting the corrective forces and their advantagoouf nature 
10 iiie loug run. A short term id this case may well cover the life of a whole 
goueratiuu. and wc canuot bo oogleclful of the cvtaslrophic changes that may be 
brought about in tbo hie of the prosont geneiatioo in consideration of merely 
possibly beneQcial effects to future goneratione. 

Test Questions. 

\ \Vhat are the various criteria that ehould bo applied in judging a 
lUtlicuUr wage system 7 Illustrate your answer fully. 

(linjpnf/ma B. Com. 1949) 

3. ‘The industrialist is mainly rosjiossibb for industrial eSicioney," 
Piecuse. (Bomhatf B. Com. 1944) 

3. Why is labour logisMioo coosiderod necessary 7 Eiamine bioadly 
the principal fujfutos uf such i^isIatioD in this country 

{Bombay B. Com. 1942) 
i. What do you umleretaud by the term 'living wage' 7 How would 
you calculalo it for textile workers in Bombay City ? What would be the 
Jjlyfy oSocis oS Ihe ealoTcewoBl- pS simJj » wage ? fBombay B- Com. JD4J) 

5. Wliat are llie obslatlos to the efficiency of labour under modern 
factory conditions V How c.vn these obeticlos be surmounted ? 

(Bomhay B Com, ID41) 
fi. Discuss the various ojelhods of wage payment to workmen in 
industrial establishments in India, How fat are they conductive in efficiency 
of labour 7 (Bomhay 1). Com. 1939) 

7, Analyse the causes of Industrial disputes, distinguishing clearly 
between proximate and remote causes. What measures would.you re. 
commend (1) for settling disjiutes and (2) for preventing them ? 

C3 (Bombay B, Com, J040) 





ios 

8. 'The priDcipal object of niaaagement Bhould be to secure the 
maximum prosperity for the employer, coupled with the maximum prosperity 
for each employee.’ Discuss this statemont fully, (Allahabad B. Com. 1938) 

9. Distinguish between co-partoership and profit sharing, and discuss 

the advantages which profit sharing holds out to employees. Can you suggest 
any practical difficulties Ukoly to bo eiperteocod in the working of profit 
sharing schemes ? (Agra B. Com. 1942) 

10. Gite a short description of the industrial welfare work in India. 

(Agra B. Com. 1914) 
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STATE IN RELATION TO INDUSTRY 

ilofiaitoly ara the <1 it 9 wlieo tha iiloag o f_Int »se 2 fair^ dom inatad 
t tia e<^na uMC wo^J, anti thtj etato was consWerod to be a pisslvo Onlootgr, to 
bo only in the natviro of n ‘ holder of the ling while tho combatants ^ouW 

fight out thoir diffaiancoa. • I'lia (uoctiooa of the state were only three 

dolenco, administration of justice and maintenance of certain public works. 
The king was a mere war lonl, raised to his position solely for military 
purpoaea, and with no conceded rights of eocial or political interference, 
while tho central goveromont was looked ujMJn largely as n war device, or at 
best, as a means to preaorso the freedom of comineice, and not as some, 
thing which should interfere with eocial or industrial customs or tho freedom 
of industrial oontrscU. 

It was gradually realised that the widely cUimed theoretical benefits of 
liiifSiu /litre wore not realized in practice, and that it did not necessarily lead 
to the survival of the fittest. There is a growing conviction lo every advanced 
country that voluntary action on the part ot tho Individual has miserably failed 
to promote tho health) ocaaomto development of the country and the time, 
honoured doctrine of laisstJ faire b now dead all over Ibe intelligent world. 
The modern state not only performs these primary functions, but is also called 
upon to look after the generil weU.beiog of the commusitj'-not only in the 
present but also for the future. It is oo accouot of this changed outlook that 
the modern state is takiug upon itself many activities and functions which 
ouce wore considgiod beyond its scope. There is now iooreasing tendency 
mi the pait of the state to iuto^ero in the economic sphere to ensure heifthy 
economic development of the country, and it is also recognized that the state 
exercises a very profound icduence in this direction. People now look more 
and more to the government to fill tho gaps where private initiative does not 
prasont itself, and to apply the corrective whore some or other evil has crept 
or is likely to creep in which may bo considered to injure the interests 
of the community. State inteivention is now justified in the following 
cases *. 

1. Whore the business is ol monopolistic nature such as railways, posts 
and telegraph, water, gas and electricity companies, In these casos compati. 
tioD is undesirablo. and tho state cinnot allow double parallel interfcienco with 
public streets and highways It » necessary therefore tb-‘ ♦hey should b? 
regalato'l by government in general interest. 

*99 
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2. Where the private initiative or ontorpnso cannot ho attracted to 
undertake task because of the romotenoss of the reward or unproGtable nature 
of tlio ontorpriso, it is the duty of tho state to come forward and to Dll in the 
gap. For oiamplo land reclamation, afforestation, buiJdIng of roads, bridges, 
and canals aro not immediately proGtablo. 

3. Where Control is desirable on account of political consideration. 
Production of ammunition and armaroenta for defence cannot he loft to private 
individuals, and this must bo taken by the stato itself. 

4. Where the consumer’s Inlorcst may bo pjojudked or whore the 
individual cannot guard his own iotorosts. the stale must intervene to eiisme 
genoriit wellbeing, o g. in case of drugs, iutoticauts, adulteration of foo<ls. 

We may now consider the forms which this intervention or relationship 
of tho stato to industry may take. The govornmont can mJluenco business in 
any of the four ways — (1) by giving indirect facilities, (2) by giving direct aid 
and oncouragomont. (3) by regulating economic activity and (4) bj assuming 
control and ruanagomont of enterprise, i.o., nationalisation. Each of them is 
considered below. 

Indirect Facilities. The stato renders a signal service to the community 
iiy enferciag such Uv.'s as relating to contracts, sale of gooils, transfer of pro. 
porties, etc, Is their absence business would have Loon iinjiossible d'couomic 
activity would have been pure gamble where the rigbt would give place to 
might. The rights, duties and Ibhillt'cs of the various parties are properly l-dd 
own so tliat smooth running of economic mechanism is ensured. 

Another way in which wisoly.concoivod legislation can help trade and 
industry is to regulate the forn.R of enterprise. Paitoorehip, companies, 
fiosieties, holding compauios aud trusts are all govarDod hy laws. This enablos- 
condiict of business in the best and most eoinoniicaj way. ProiwrJy onactod 
lejislition relating to the duties and rosponaibiUtioa nf sui.h j^rsons as promoters, 
dii'octors, inmaging agents, auditors, trustees aud bankers enables a clear 
understanding of their position, and an element of uncertainly and doubt which 
would othorw'so have been present, ia removod, thereby inspiring confidouco, 
and certainty in the public mind. Coofideace aud certainty are the host driving 
force of commerce in the tao<!om world. Further there are the lawa relating 
to bankruptcy and insolvousy, settlement of disputes and arbitration, patents, 
trade marks and copy righto, etc. These all help and facilitate business in one 
way or other. The rights of the creditors are s •fegu'^rded against fraud wliile 
the doctor is given protection in difDculty. liaws relating to patents aud coiiy 
rights afford much needed soenrity and an opportunity to persons to re-sp the 
reward of their labours, researches and inventions. 

The govorninont provides a sound and suitable Bystom of currency, and 
weights and moaRutoB. Arrangements are made for their inspection and piO|)er 
maintonanco. A well. maintained and stable currency system is oztromely osaon. 
tial for healthy growth of buBiness, and smooth working of atchrngo mcclnnisni- 
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rate of divWends, controlliog prices rationiog of supply, licensing of dangerous 
industries, ensuring protection against dangerous occupations, making for supply 
of pure foodstuffs by enacting health laws, are the various measures vihicb are 
taken by modern governments. 

Evolving of a suitable laialion poli«iy is again a pre-requisite of sound 
industrial development. It should not be regressive, lest it should male 
distribution of wealth very unequal and concentrate a major portion of 
community’s wealth in the hands ol a few individuals, families or classes. It 
should be on the other hand not so sharply pjogressivo, that it kills milialive 
to enterprise. The present taxation policy of the government of India kills 
incentive to economy and efficiency and breeds inefficiency and extravagance. 

Direct Stale Aid Where the private initiative is slow and sluggish, and 
opportunities for development meagre, the slate m.ay come forward, and may 
provide direct encouragement to private individuals. We find that economic 
development in other coun'iries is the result of conscious efforts on the part of 
the state. Japan offera the best illustration of the paternal attitude of the state 
iu fostering industrial development of tba country. In Japan there are few 
modern indnstries today that do not owe their existence to government 
initiative. The success of an enterprise lies, as much in the constructive impulse 
and efforts of the individual, as in the helpfulness and genera! appraisement of 
the atmosphere around him. and the conditions in which he has to work, To 
give only one illustration, it may be found, how tbo chilling effect of neglect 
and discouragement from the top can touch an industrial venture at over;’ point - 
of iU contact with authority in customs, railways, income-tax, In theadminfstra. 
tion of factory laws and boiler inspection, in municipal and other assessment, 
in the purchase of the products (or public requirements and public departments, 
in the arrangement of those numeroue details regarding land, sidings, mineral 
and other concessions, and in a thousand and one ways. free field and 
minimum interference by government has involved the conconlration of large 
resources in foreign hands and the consequent creation of a mortgage on the 
wealth of this country. 

Industry may be directly encouraged by government in the following 
ways — 

1. Protection. One of the roost important means for the develojimeut 
ofiudustries is tbe protective tariff, i. e., imposing import duties on foreign 
goods for a definite period. Tbe borne industry is thus protected from foreign 
competition. The indigenous capital and enterprise is attracted to the Industry, 
and industiy is dove!o]ied behind the tariff*-wall free from cheap goods of 
other countries. This practice has now become common, and many countries 
are resorting to this method to foster tbe development of their industries. 

2. Suhsidits and Boantie*- Tha at&te may give subBidies and bounties 
to an industry in which it is intrested either in place of protection or apart 
from it. Granting of subsidies provides lb© direct slimulUB to the industry. 
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Bounties ati6 subsidies are soinolimos ijison hi rlato of proloctiou i\ith a 
\iow to avoid Ihoso risks and diBuhaiiUgos wl.icli protottion iD>ariably 
carries nilh it. 

3. Earchangc Agrueitunlx In onlor to foster industrial (lovelojiujent 
of tbo country, the goiornmeut may uso the device of foieign oxebanges. 
The oxchangos may bo roeulatod iu tbo interest of tbo country so tbal exports 
will bo encouraged, and country in general shall benoOt. Furtiior a policy of 
low exebangos, devaluation ^r progressito depreciation of currencies may 
enable a country to giio a keen cxpoit iocentixo to its industries. The 
goierumcnt of the country can enter into tredo agreameats, fix <luota scbciucs, 
and can adoj t such doiicos as lociprocity otid preference schemca. 

4. 7Vc?mi<'n/ /Vr»o«nff. The goxerntnent may provide facilities for 
fnt/nhig o-orko»3, and a/so unangeraonts may bo made with other countries 
to sccuio teclinical peisonnol. This may bo placed at the disposal of tho 
industry conskleied Teulmical guidance and advice of exports may bo secured 
from outside through the goveinnienl. 

0 Fijuiuant Anh Tb's again is imiortaot ootbod of help to indus- 
trial oatorpiise Financial aid tuay be giien in various foimB, Governmont 
may subset ibe to the capital or debentures of the undertaking, msy guarantee 
an interest on the cspital, grant a teau, stand as a surety to third parties sod 
make a grant on (ai curable teims of land, raw materials, firewood or water, 

d Utorf Purchase Pofieg The goiornmont in a country is tbo largest 
smgfe cusComet o( any one lodustiy. Ibe lar/ous goiernmeai dopartments 
and railways purcUaeo laigo (yuantities of all kinds of stoios every year and 
if tbo government c,-id assure tho indigenous entorpriso of their sympathetie 
srttitude in tiiis loapcct, a fairly good demand to the industry is ceitaiu. 
Assurance aud certainty of demand for the manufactures of indigenous industry 
uCeiB keen stimulus to its rapid devolopmoot 

Nationalization. The final stage of stale intoiiontion in business is 
nationali^atiou whore the state takes over tho ownership, m-mogemanl and 
control of un undertaking in its own bauds. Almost in all countries all o\oi the 
world, tho public utilities such as railways, water, g.ie, posts and teiegropb, and 
trsn3i>c'Tt- ui}tl0rt.ihf2?£9 iiro aiitaHy running under the direct control and ma. 
nagomont of the state. Competition in such undeitakiogs is either undesirable 
or impossible. In tho modern woild there has been n bwiug in favour of 
eolloctiviscD, and it is being increasingly realised that prnato ownership aud 
capitaliel industrialisation are associated with waste and reckless exploitation 
of the natural resources, and disiogard of the public welfare. Demands are 
being laado for the natiomili/ation of key industiies including such industries 
as mining, banking, comuiuuications, heavy chemicals and iron and steel, etc. 

Objections to Stale Intervenlion and Nationalization Ibore lave 
been raised various objoctions to sUlo intoivention iu gotioral aud nalionali/.ation 
in pailituUr. Tl, are are those who point out that Ibe sole cause of oui pioseut 
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ills and economic difficulties is the presence of government interference, while 
there are others who say that these difficulties are because- there is not yet 
enough of state intervention. The obiections against state intervention may be 
noted below :• — 

1. The govornmonts, as they are at present constituted inmost of the 
countries, are not qualified to undertake the task. These bodies are primaniy 
chobon for purposes, quite other than 'that of intervention in industry. Con. 
aequently thoro is little reason to expect in their members any special com. 
potoDco for such a task. “If the goxorament has not the capacity, through 
regulation to accomplish the easier task of an empire, surely it cannot director 
run the system itself. Men chosen by election (or oratorial triumphs auil 
fielectoi by bureaucracy will on an average ho no more honest, far less 
competent, and much moro oppressive to liberty than merchants, banker 
and industrialists operating under the law.*' 

2, The present governments are fluctuating bodies whose comix^sition 
depends upon the results of the next olocllon. and the strength ol the various 
political parties. The various parties coming into power may take steps 
according to their own whims and party.programmos. Tbeir action tbereforo 
may ho based on short term view, and not extending to the permanent interest 
of the communities. 

3. The areas alllucatod to public authorities for admioistratioa are 
determined by non.commorcial considerations, and therefore they are likely 
to pro^e unsuitable for any form of inlervonlioD with industry. For example, 
in India industries and their regulation is entrusted to the Provinces, and if 
different provinces take diffaront measures within tbeir own areas in regard 
to a particular industry, the industry will be very differently affected in 
different areas, and this sball very adversely affect its devoloptnent. “Admi. 
nistrators are realising that the conduct of business is always an intricate 
affair, and there is no such thing as one pattern for all industry. Businesses 
are made in their own models, and even in the manufacture of brass-headed 
nails, no two factories turning out tlioso articles aro alike in conduct and 
conditions. In attempting to remedy defects in the minimum w’ago paid and 
the length of hours worked in a f.iciury. many other defects might bo created 
which are beyond loiuody if the busincts is to bo kept going." 

4, Govoruniont agencies, id so far ae they are eloctiAO bodies, are 
liable to injurious forms of electoral pressure and to personal corruption )>y 
private interest. This objoction applies both to slato intervention through 
regulation and nationalisatioD. On Ibo one side, companies, particularly when 
there is coutiouing regulation, may employ corruption not only in getting tbeir 
fraDcliise but also in the execution of it. On the otlier side, when public 
authorities Ibeinsolves work enterprises, tbo ixnsibilities of corruption are 
changed ouly in lonij. 0. g., • every public official is a potential opiKirtunity for 
some furoi cf eelf.inlorcst arrayed against tbo common interest." There aro 
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many IdbIiuhob nhcjo icstocl Inlorosla hnvo azortod a good deal of influetito, and 
tfio nolicy of tlic atuto la moulded to Ihoir own advBiitago at tLo oxiionso of the 
rest of Jlio nation. 

0. Tbo business of fttnlo.onnod couiortia is managed wilb a view to 
wiDiiirE Iho npidauso of tbo njan id tlio stroot. and not iii ci busioo'o lilco 
maonsr. Tfio man I’n Iho stioet boa a (leCoito xoico. and ia tiio inastor of 
hi8 nmalors who cannot iJaro displo^so him. 

(j. Stalo rogufalion and tontiol )>ro%4D(R tho froo \il\y of oconomic forcos, 
and tins truatos artificuil bottle oocls in our otborn’iso airofdo mochanism Tboeo 
ni.izimuin iirii.n fans do nut holj> tbo conitnon pooplo as it is 8 upi>O 60 d Iboy 
sNuiilJ. 0)1 tbo conlmry, thoy tend to aggravato tbo scarcity. Prico is like « 
tbuimomolor, and if you combmo It with Lomitoti'tioo you got somotbiDg tiko a 
lhertuost.it — a more or loss automatio regulator of tbo oconomio mechanism 
otiuouiaging I'lodueliun of things for whitli tlioro is an offottivo demand, 
iliacourivging production of olbors. serving tbo comfort and convonienco of 
cQusutiiers. Hut if ono is to use it to that w&y, it is osseatial to give tbo , 
lOgulAtoi a (.banco, An ocouoinial'e cbtof cunipUmt lo.(laY is tliat tho world at 
largo ia {'btying eitb pmes oud nut nlluwio^ tboir rogul.itor to function. 

7 Tho fiin'ouutondout of Insuranco. id tbo Insurauco Year Book of lOlOi 
raisoa corlaio other objoctions aginst oatiooalieation ol jnsurauoo and tboso 
•uguments aiiply with oiual v.di<Hty to nationalisation of other {udustrios. 
N.itioiulisation is suited only to those busioosaos wboro tbo work is of Toutino 
naturu, and tho goods or sorvicos suppHod aio of every individual's seed, Is 
uthui bisos wboro now grounds have to bo broken, govornmonts havo provod 
uDoi]uitl to the task. "Xfao highly advaocod sUgo of dovelopmont roacbod und 
tile high standard atlaiood by tbe buainoss of insuranco in all its forms are duo 
to priiute ostorpriao. .^i> uibciuUy lun insuranco department is apt to romain 
satisfied witb a Bt.itiu Btato of allaiis and not being subfoct to the Btross of 
coaijiolitiou, would tuorely keop ilsolf to tbo trodden path. From its very 
caiupdaition it would bo incapable of taking quick docisions and acting on them, 
a cuuiso so very esBontial for progress. For even if tho of&cor at tbe bead 
considered tho adoption of a particular courso doeir.ibla, otbois unconnected with 
that department would bavo a largo Bay as ovory problom connoctod with one 
JepartiDont is likely tu baro s beanog oa tbo work of some other department. 

8. Anollier sorioua disadvanWgo of govomojont would bo that the very 
groat. porBonal interest cbarat-loriBUc of priyato oDtoipusu and tbo uncQ.ising 
attention paid to ofdcionsy of adininiatratioD So tbat masiinum results might bo 
ublainod at tbo minimum outlay, would bonbaent. Combination of business 
units iiitn ona Jaigo unit would eliiniDito eomjiotitioo, would conciwl ineiCcioncy, 
and would deprho tbo aduiiniBlittlion of the advaulagu of healthy comparigons 
will) rivals to see in wJmt direLtfon it could fujprovo its efficiency to bring down 
oveiliead costs. 
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Ar^ments for Nationalisation 

1. Tbo |icrsonaI intoroet of tlio beail of tbo basioosB, and its inccnlna 
to ofCcioncy is only preBont in email bosiooss. Over a largo field of^industry, 
bowovor, tboro is choice between joint stock companies and public concerns. 
Personal inlerost is present in noithor of the two. “Thero aro no particular 
reasons why tho financial results from pcivato or public operation should bo 
diiTereDt if the conditions are the same.” Q!horo seems no gonoral ground for 
bolding without reference to tho spoctal nature of an undertaking, tliat either 
public or private management is likely to prove technically tho more efficient. 
On tbo other band to some extent public authority has tbo adrantago. Good 
technical and export services can bo obtained at smaller cost bccauso of the 
altratti\ono83 of public servico. 

2. Public operation of industries does not necessarily imply that the 
indugtrj' is ran by a governmoot department organised on civil service prin. 
ciplos. An organisation like the post-office directorate may run tba show 
and it can compare very favourably with the directorate of joint stock com. 
panics. 

The arguments of tho opponoots lose much of their force when it is 
reincmbored that government uodortakings may be run by bodies of men 
appointed for tho express purposo of induatrial operation or control. These 
porsoDS may bo chosen with rofereoco to tboir fitness for tbo task, their atipolnt. 
luonts can bo for long periods, tbo area allotted to them can bo suitably adjusted, 
and their terms of apiiofatmeat can be such as to free them, to tho main, from 
electrol pressure. 

3. Tho case for natiooalieatioD is ejMcially strong whore the industry 
or undertaking in question is concorood with public health and well.bcing, 
where quality is essential and inspoction difficult. Tutthur whore the typical 
Unit is large tending towards moBO|»ly, and wbero the Industry has been 
reduced more or less to rouliuo and in which Iberc is comparatively little scope 
for flaring adventure, 

4. Nationalization offers an additional eourco of revenue to tho stale. 

5. Lastly private individual and his acting self-interest cannot bo trusted 

to ensure tbo genoral wo]]. being of tbo couuBunUy and for this it is cssonthily 
desirable that stato must oxorciso somo sort of control in onlor to sco that private 
onlerpriao doos not indulge in rostricling production for purely solfisli gains, 
ignoring the interests of tho consumers and the country. A fairc jolicy. 

glorified by economic tboory as the solvent of all ills and foundation of oil 
prosjjority, has distrosaingly failed to aebtovo what it daiinutl. The Induslrialism 
of last 40 joare, wUli its restriction of production, its wanton destruction of 
commoditioB, its paradox of i>ovorly in tho midst of plenty, bag made tbo 
continuance of laisiKS fairc l*oIccy im|iossib(o. Industrialism has now roachoJ 
a stage when eystoinatio planning and coDtralisod control aro necessary botli 
fur the purposes of pro<lucltoo and equitable distribution. 
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State an<l Industry in India 

A hi itif Hivlow fit Rtalo imltcy tow^nU Jiiiliistry in Jijilin may lioro ho ma/lo, 
In Uiii hoi’innfiit; of llriliHh uilo in Iixiiiitho Hast Imll.i Oomjmny'a Comiiiaifinl 
fiisUncts nmilq it. iit Tirfit, fu^om tlioso linlfan industrios on which ItH 0 T|ii)it 

triido (loi'ondoil, Hut mvint] lo tlw tirasBum of ynstoil IntoroslB in tlio iiomo 
rnimtry, lln's jKiIfoi \vii<i iinou n|> uml Inilm Ihiiixji to ho iouKoil ar a boutco of mw 
mitoriaJfl inr tlio m-iniifuctiiiinj' industrm of Ilnt'iarid. 

Tho r.iRl Indii Coiniuiiy lOiroiI lo omit unit tho covornojont of IJio 
cnmitry WAR ti-inafuiroil to tlio nrowii Init tho iwlicy of llio Company continucil 
iiiicliaiigc'1 /.(liwer /(li)'B was tho oiiU'i of tliD lUy in and llio' Rotiio 

i l•udltillllfl woio hioinjlit In hour in owi toimliy. To logiilato Indiifitry was 
inrnic'oiiG, to iiaBiBt it war Inltlu and to |>ftriiiil|ata in it was witRto of iiiililro 
moQoy. ThtiB tho otia nntfcnt chaiai-loiialiu of our oconomfc tffo iliirini' Ifio 
li'ifit 100 yonrfi Jias liiam a |•orsi9t(}nl adhoionto on t]io |>art of (ho goiornmfnl 
to tlio traditional policy of laisur? Komotimoa Itio atato did show intoroat 

in tlio induRtrul do\olo|in)onl of tho country hut it wiia fitful and Iiai)lia7aid, 
and tho aothorltioa at homo aluaya niRistud that govoiutnonl iliould remain iilui f 
from (ucl) acti titles 

It ivaa ill 1005 timl « aopflrato Im|>cri«l Peparlment of Commni'CO and 
Induatiias waa croatod at tho instance of fxrd Ciir/on, Borne provincial 
^nvornmonta lilo the U I*, and Madrae. aleo hognn to lako mtoioat. After tho 
IndiiRtrluI Confiirence of I'lOS at Oolacinimd, the Miidras fioternrnent iippolntcd 
II Director of InduitnOH 'f hcRO utCompia ueie houovor, readily dfacounlohDiiced 
and aorlonaly deprociited h) Ix>rr] Moiloy. the (hen apcretary of aiate, Do 
pointed out that the atalo ahould confiDo iUulf to indualriul tnalructlon and aliould 
avoid all aenihlonce of couinieiciidsentuie. l<ord Ciowo. tlio auccoasor of Lord 
Morloy, was a holder pi<rRon and ho ultnwod tho govornmont to maintain 
crporlmontal plant hut Ihu Qovornmont of India couhl not do much fn thfR 
direction Tho Swadoshi rnotemoiil winch wo* at l(a hoigiit in this poriod, fnilod, 
lack of govornment auppoil hoini; one of tho moat iinpurtant ciiuaoa, 

Tho outhrouk of war of iyi4.l8 hiought ahout a c-hango in H'i* policy, 
r.uropoan markala for raw siinlunaU woro cloaod down, and tho danger if 
depondonco on foreign aupplioa was toiUroiI. Tho military fmportanco of 
developing tho economic rcaourcos of tho country waa hrought to light hy the 
war and tho theory of fainiez fain waa diacordoil onco foi nil, and its plnoo 
was taken iiy diiect state encouingomoDt, Tho Indian Industrial Comtnlaslon 
was appointed in lOlf. to e*sniiiio tho iKMaihililloB of industrial dovolopmoiit In 
India. The ompliasisod tlio aiipiome Imiiortanca of state anl to Iniluatrlos, laying 
special sliesR on cliomlcal, olectricol and mathlno. tool fnilustry. In lohrunry, 
1917 fJovernmont of India ciiwtod tlio Indian Munitions Doanl to control and 
develop Indian rosourcos with Bi>oclal roforenco to tho needs cioatod by llio 
wai'. Not rmich was dono upon tho locommondallona of theao hodtea, The (ow 
iiidustrioB, that wore eta)te<l daiing tho war fiorlod, decayed aftoi wards owhig to 
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tho fierce comnotlUon of oilier advanced countries. 

After tlio constitutioual reforms of 1019, mduslrics liocamo a iiroviccfal 
Rubjoct, and' provincial governments began to put forward positive efforts to 
Iiolp industrial development. Tho various measures adopted by Provincial 
governments and tho Central govomment tahon during the inter war period may 
be Reon below : — 

State Aid to Industries. The Govornmont of Madras passed Etate.aid 
to Industries Act in 1922, which was meant to provide financial and other help 
to cottage and other industries. In 1923, a similar measuio was adopted in 
Bihar, which also provide for the supply of machinery on hire-purchase basis. 
Ruhacquently such acts havo been iiassod in Bengal in 1931, C.P. 1934, Punjab 
ariil U P, I9.3fl. As regards the working of those acts, the aid has bean giiea 
to numerous and varied enterprises, hut the athiovements have not been very 
spectacular. The cottage and small industries found it extremely difficult to 
av.ail themselves of the facilities. In Bihar no enterprise aided between 1924-28 
except one was surviving fu the hands of original owners. Most of the sided 
industries could not make any profit, and were unable to meet their debts 
according to the terras of the Act. The scheme of advancing machinery under 
hire-purchase system has also proved disappointing and the Industries Pepail. 
reont has hocorae a “uiueeucn of obsolete macluoeries." 

Industrial Education. Although the Victoria Jubilee Technical Institute, 
Bombay was set up in 1677, the subject of technical and roeutional education 
has been largely neglected in our country. It is only reccutly that the 
importance of sound technical orliication b.as boon realised, and efforts are -being 
made to remedy the defect. In 1901, at the instance of Lord Curson, a'number 
of technical scholarships were Instituted. Since the subject has received from 
time to time detailed attention of various commissions and committees, \ iz., 
Industrial Commissioo 191G.18, the Calcutta University (Sadler) Commissiou, 
ChnnmWtfiK i f got«-iTr<iwirrf a-iiu’ ii-6- /ia'iriV 

Hussain Committee 1937 and of M/s. Abbot and Wood, educational expeus 
from England, 1937. Indian School of Mining at Dhanbad was opened iu 
1920 for traiuing of mining onginoere and geologists, Bombay Univeisity has 
opened an institute of textile tochuology. Uthei technical institutes h.ivo 
also been established, such as Hosiery Institute at Ludhiana, Silk Institute ut 
Bhagalpur, and Cottage Industries Institute at Gulzaribagh, During tbo war 
a scheme of technical training, known as Bevin’s Technical Training Schotne, 
was taken up in which batebos of workers were sent to U. K for technical 
training in British factoiies. The present position in regard to general 
commercial and technical education, howovor, lemains very uusatisfactory, and 
tbo actual provision that has been tnado by govornment or piivjte effort cau 
scarcely bo c.ille<l adequate considering tho sire and requiroments of tho country. 

Protection. Indian opinion bos boon always favouring a policy of ■ 
protection for tbo dovolopmoot of indigenous enterprise. Tho quoslioa vl 



RTATP. IK RELATION TO INDD^^TRY m 

lircitcUifin was oxuiitincdtioio in 1921 l>y a fitcai coiunii«s'iin. Tl.c Coninii<;«ion 
rocommondatl & iiolicy of <IiBcriminata inolection to bo ridiiiiu’Bleietl through 
a bocly call«l Iho Tariff Ouarff Iho rouHi/mcn'Istiou auc sccoj teil bv 
ment of India in 1921. A Tariff Board waa sol uj> to oiamuYo tbe claiojs of 
various industrios for l^rotect^on, and on tluj rocommcnOat-oos of tho Taiifi 
Hoard, rtotcotion lus been affoided to a numhor of industries, such as iron 
aud stc'ol. sugar, and cotton, this li.ta belfied tiioso industries to deceloii 
aU'l saVfrd soii.o fmoi dcstiuct'oo The uMSJsuie, hoanrei, has toen a halting 
ouQ nnd not met nitli tho full ai>]>rc\al of Indian (tulitic Even this half-hearted 
metsdre has not been apidiod consistently, ami iirotactuin lias been refused to 
setoral industiics on various grounds. The inclusion of India in tho orbit of 
Iiiipartal rreferonco has brought about tho anoinaloiis v'OsitioQ of ‘‘iirotection 
within Proferciico ' which has oottlulissd to some oxtont the benefits’ of 
jirotoctioii. “Iho influence of Manihoster Caiutelists is written large in Indian 
T.a iir hibtoiy liiay have been as anxious to lueserro the Indian market for 
the baneCt of Hritish manufattuiei-s moiciiiats. banlors and sbiVvers, as 
Aineriain Capitalists bare heou to prosorre the Amorjcas market for themselves." 
(BuchinaQ Pevelupiiiont of Capitilist nntorprise in British Ind'a', 

loduttriat Research Industrial.ResearcIi Ouresii was set up in 1925 
with a rosoaich braueb at Alipoie. The Buie-.u is attached to the Indian 
Stores Depxitoieat. and eta avail of the adtice of Indian Reseaieb Council, 
Its funct'ODs aie the collection .md diseeoiination of industrial intelligoDce, 
collaboration with industry in indu^tTi.d research, tbe publication of appro, 
priute bulletine giving advice with a view to industrial staodardiration, and 
assistance in the oigasisation of industrial exhibitions. During tbe war 
Board of Scientific and Indiistrinl Research has lean set up to pronriote 
research 

Stores Purchase Policy. Ibe various govormnent deparlmenta nud 
railways puicbase huge (Quantities of all Linds of stores every year, and till 
joconlly these puicbases were made iihroad. On the recooimendalion of 
tudustii.U Cou.missiuQ a btoies Purchase Counuittea was appointed. Sleya 
ujo iio« tjfteu to see that goods me purchased m India and Indian industries 
encouragei’i. Local jiurcbasing sgeucies have now been created at Calcutta 
and Bombay, \ud insiiectirg agencies at Madias, Bombay, Karachi, Cawnyore 
aud Delhi. 

It is clear fiom the above that though the state now is takiu" definite 
steps to develop Indian industries, prepress has been not quite satisfactory, 
Ko coinprehecsivo view of tbe whole industrial sphere is yet taken. Ibe 
bt.ite must CTOate conditicus congenial enough for tho industries to thrive so 
that tbe economic resources of the country aro host made use of. 

Iho out.broab'of second world war in 1939 created a far more urgent 
demand for industrial piodoction than hatl the war of 1914-18. It became 
urgently nucossary to develop India into areenal for allies if war Tn tbe Past 
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to 1,0 B.,ccc,s(ui:y 

imin ronoj, Tl.o E.-,,len, Oroop Conforonc, tl.o Roport of tho fira.iy Jfi„!„„ 
amUl,„„p„o,„l.oe„lofa„uo,,.„r of tootafeo, ^ ' 

TTnT:; n rfioatfon of!: 

ffo, . n.. tl,o Govornmcot ,,W „ol l.l„ ..oy „„„ 

•lovolojiiiionls on a jwrmanent fooling. 

• Oovoromentoflodi... p„, 

nation of lioslilitios, post-war phnninc was mod, in 11, , ,, n 

of loiti. too,: co.p,aaco„t attitiiAo of U,„ w.l luo V’T 'I 
-t,. 1-nsi.tont pnUi-o itcmani, t.iat Goyoniiooot of loAiM a'loa,.,™ Zr; an" 
Dovolopinont Doiiarlmont. Tlio doiiarlinont act r ■ ® 

coinmiltcca am, propar.l achcmea for iccooatroctir' 

tho Government of India catno out wllh a fitai«rTi,,r,f raf .l • . , ’ 

WHI-C, at the very oot.aet, atatedtli.t t„o fnnd::„::,:l;:r„n„tatrM-'’r" 
wore throofoli], namely, (a) to incroaao tlio national wc 111 

litiHaalion ami exploitation of tl.o coiintrya resources (li) tola! I*! 
hotter prepared for the defenoe and (el o pll a T n a 
employment. ' “ ‘‘’e’’ l=vel of 

In order to achieve the above objocte, Iho Government dsefdrtr? ♦« u j 
fniae: faire policy, to develo]. some basic and heavy imlnslries to fo' 
tariff policy appropriate to the post-war oeodsaod eoodi io I'e e 'T ! 
to nationalise l.asie industries of national imiiorll 1 . , “""‘'S’ 

faelorles.pulilic utilities and railways- ' 

11.0 fouewi^rwlyr:- 

( 1 ) ny maliiog leans or liy sobscribine a share of the capital in industrial 
llmlertaliinss which are considered (0 be of importance to the country's develop 
mont but for which adequate priA-ato capital may not be forthcoming. 

(-) By guaranteeing a miDimum dividend on canitil nr „to,? hi- s 
meet revenue losses, for a Cxed number of yoai, soleo. ^ the 
Oo^romoot would have a voice In the maolpimeottol Ir: “,T: Til t 
fixed for the return on capital. ^ * * 

(3) By giving adequate financial support forosoarcl, organisations set m, 

by industrial associations representing organised industrios, ' 

(t) By bill ing Indian iniliistrys prodoclB in proforenee to others sul.ierl 

In i-oasonable safeguards as to quality and prlco. nbjoct 

iuslitiSlm.”'' Corporation or a ,imi„r 

(fi) By examining from time to time, tbo tax svslam wTip • . 

iiitHu '“' 1 '* ii"‘''"> «nl national Imdgotry 

, tbo taxation does not act adveraoly on tbo doiolopment 

iB..i.u,r»ini:::ir“iH:,:™’’™™"‘”' ’»-ni,o„ lod,,,. 
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(b) Dy DiakiDg tlio*sor>ic 63 o{ osiiorU avanaLIo to iiuluatcy, 

Go^olDment aho (lecidod to tako po^ot to liconsu industrial undorlakiuga 
ill Older to It is a woIl-knoMn fact tbat one 

ol the serious defects of this unregulated freedom to promote industrial enterprise 
has boon the concoDtratiou of industrios in cortain areas. Tlie ulTects of such 
concoiitriition baio been of far.roaching eranoinic, social and slralogio iQiiHirlauce, 
Tbo GoiornmoDt also proposed to undeituke, ajurt froiu liionsiug, other controls 
to aehioio tho following objoctst — 

(a) To secure bahnied imostmont of niHilable capital resources iu 
luclu-try, flgiicultiiro and tho eochtl eorvijes. 

(h) To secure for industrial workers a fair wage, docont couditious of work 
Bud III ing and a ro.isuoablo security of tenure. 

{i.) To prevoni cxcossiie profits to priTato capital 

(d) To ensure the quality of induslnal products by enforcing sl.iudauliBa. 
lion of pioducts in Ibe intoiesl of both inteinal and estoriial markets. ■ 

(o, To ensure that unhoaliby concentration of assets lu the bands of a 
few poisous or of a special (.omruunity would be aioided. 

(0 To require necessary technical Iraiomg or porsoiiDoI sud to extend 
the benefits of such train'ng to iniooutics and hacVciard comiouDitics. 

Though this statement did not clarify roauy important issues, yet it 
constituted an loiiiortant inilostooe in the adi-auco of the country towards 
industrialisation. For the first time, the Coveromont of India decided to abaudon 
Ittiise: fiiiie policy and take direct intorost in (bo industrial deiolopmont of tho 
i^unti y. 

Government of India’s new Industrial Policy. 

The Industiial I’ohuy of Goiernmenl of India was onuncisted on the Clb 
lilib, and it avoids tho two estremes of lenetionary couserrutisoi and 
.reiotutionary socialism. The sUteojcnt of policy sots out the broad objectiies 
of GoioiDciont's policy in tho Imluatrial Geld, doinaixatos tbe rospoctiie sphere 
of State nud priiafo ontorpriso. clarifios GoioimnoDl's j>obcy iu rogaid to the roie 
of labour and foreign capital and indicatjs (ho stops GoiuruDJOut propose to take 
for carrying out their policy. 

The resolution states that tbo (•oicrnmont of India baie given careful 
thought to tho ocouomic problems fating tbe country. Tho nation has uow tel 
itself to establibl) a social order wboro juetito and equality of opioitunily bliall 
bo secured to ull pooplo. Tbo injmodiato obicttiio ib to provide eduuitioual 
fncitilios and LuaUIiy soi i koj on a uiuth widor stale, nnd to piunioto n lapid i ibs 
in tho standard of Uiiog of tbo people by exploiting ILo latoul rusuuitcs of tbe 
tuunlry, iikreusing produttion and ofTeiiog opiioriuiuties to all foi uuiployiuent 
iu tho Borvito of tbo toiiimuoity. 

Wbilo stiossing tbo need fot bocuriug an equitablo distribution oi woiltb, 
Lai iug regal d to Iba present stale of Ibo nation's economy, CioiormnoutS policy 
iiill be hist to slop up piodutlion, ]>a(tituLirly of capital uqulpmoiit, of cssuutla] 
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consumer gooJs anti of commMiUos tbo export of which will increaso foreign 
eichango resources. • 

The resolution goes on to classify industries into four broad groups. The 
first ono concoins the manufacture of arms and ammunition, production and 
control oi atomic onorgy and the ownership and management of railway trans. 
port. Those aro to bo the oxcIusIto monopolies of the Government. The 
secontl group deals with coal, iron and steo). aircraft manufacture, ship-builtUng. 
mineral oils, manufacture of telephone, tologeaph and wireless apparatus excluding 
radio receiving sots. Here the Stale (which in this contest includes Central, 
Provincial and State Governments and local bodies) will bo exclusively rospou. 
siblo for the establlshniont of now undertakings, while private eulorprisc will be 
loft free to develop the existing units for a period of ten years. But if at the 
, end of this period Government will decide io aequho any of these unite, duo 
compensation will bo paid on a fair and equitable basis. Tbo' third gioup tieaU 
of 18 major industries, w'hicb, though subjected to regulation and control of tba 
Central Governmont in consultation with tho Provincial and State Governments 
ooucorned, would bo in the bands of private enlerpvise. The rest of tbo iudus. 
trial field, which constitutes the fourth group, will normally bo open to private 
enteipiiso, individual aa woU as co-operative. The Slate will progrossivoly 
paiticipito in this field, nor it will hesitate to ioterveso whenever the progress 
of fndustry under private enterprise Is uoeatis/actory. 

The Central Govoitiment will jxlso promote entorprlsa like large river 
^ vall ey dovelopmenta, which aro multi-purpose projects of groat uvagnitude, 
iU\lolving.extcn8ive gen^oration of hydro-electric and irrigation on a vast scale 
a'OiI are calc ul ated in ^ comparatively short timo to change the entire face of large 
areas in the counlry^^rrojects like the Uainodar 'Valley Scheme, the ’Kosi 
Baservoir and tbo Hirakud Bamitram will come under this class. The Govern, 
ment will also undertake the production of fertilisers on a very large scale and 
have in view other enterprises like the mstmfacture of essential drugs and of 
synthetic oil from coal. 

Tho Government tecoguiso tho very important role to be played by cottage 
and small scale industries in the national economy, offering as they do scope for 
individual, village or co-operative enlenirise. and means for tho rehabilitation of 
displaced poreons. These industries aro particularly suited for the hotter utilisa- 
lion of loc.ll resources .vud foi the Achievement of local solf-sufficioncy in ceilain 
ty]508 of essontia! consumer goods. The healthy osjidnsion of cott,’ge and iiuaJJ' 
scale industries dcpsnds ujan a number of factors, like tlie provision of raw 
uialerial?, cheap i»o\ver, technical advice, organiiod marketing of their produce, 
nod where uoecssary, safeguards against tntoQsivo comi»otition by large scale 
inanufacturo, as well as on the education of (he worker in tbo use of the bust 
avail.Oilo lecliu'quo. An important objeotivo will bo to give, us in Cbiua, a 
distinctly eo.operativo bias to this field. 

In mailers arising from Ibe problem of labour lYraua capital Guvorument 



firATc rN unfjmoNTo rNDUHTitv 


til3 

liivo nccoiiloil tfio resjiutiou on tho Bubjact. iwisso*! Jjy tlio ImluatiioB Coiiforoncn 
which fit itoB thixt "tfio syflloDi of romunoratlon to oniitdl ns woll «-? 
labour must ho so ilovisoil thixt xvhila in tho intomt of tho conauraora nml tho 
primary prcnlucQra, oxcoasivo profits flliould bo prevontoil by auitablo mothods of 
huation and otJiorwiso. both wdl shara tJio product of tbafr common ofTort, 
wftor Hjaiting provision for itfiynmnt of f«;r wagoS to Jai/our. ft fuir return on 
cxpitxl omployoil in tho iniluatry Bml rcasonablo morxoa for tho mainteiianco 
ixiid oxprnBion of tin imdorlakmg/' f«ovarnmont nJ«a consulor that fniioui'a 
Rliaro of tho [xofit ahuuhl bo on IV sliding scalo normally varying with pruituc. 
tiiin, and (urthoi prnpoao to oaUhllsb michinoiy which will (unction at difTorout 
lovola, VI/, Cuntrul, rogiontt and unitary for advising on fair wagoB, fair 
lomiinoiation fur capital and conditions of labour. Govarrnnont also intond to 
tiiku stopa tu iiesociato Ubour in all nuttlora concerning induatrial production 
througli ibu cioiitioix, for each inkjoi oatablisUrDant, of production comnilltooB 
and works eommitteoa conalsting of repioftonlitivos of woikor nni] oinployora Jji 
oqual nioMibora 

As rogirds foioign capital and (oroign ODtorpriao, Uovornmont rocogniso tlio 
xmIuo of tho nojd foi both, (Nirticolcrly of tha iattor, and will bo Initiating 
suitablo iogishition rogirding tho conditions under whiuli thoy may partlcipata 
in Indian industry , uno of tho iiniioitant conditions will bo that, as a rulo, tho 
major in^oroat fn ownorship an<l ofToctivo control should always ho in Indian 
h inda and that, in all ciaos, tho undortukings concornod will train flultaldo 
Indian xioraonnol for the purposo of ovontuul roplacomont of (oroign exports, 

SVith ft vi’ow to iiicraxsmg prafuctlon and siwoding up mduRtrfaffHatlon, 
Govorumont hiivo docidod to romox-o trunsixirt dlfficultiOR, to facilitato tlio 
Import of eaaontlftl raw mitoriaU to Uio nmimuin losBiblo oxtont, to design tlio 
tarilT policy so as to provont unfair compotition and to promoto tho utllfsatfon 
of India's rosourcos without impfislng unjustifmhlo burdens on tlio conflumor, 
and to roviow system of lir.ation and to roadjust it xvboro neeopBxry with a view 
to encouraging Biving and productno mvoalinont and provunting unduo concon. 
tration of woilth In a Small section of iiopulation. Oovornment also propiwo to 
ostahlish ft National riximiDg Commission whoso mam function ^111 be to 
fnrmulato and oxeouto programmo of dovolopmont, cilculitod to achlovo tho 
ultiMiatu aim of promotlug a rapid wao m the standard of living of tho poopJo, 

This fit itomont of Industrial policy was wulbrocaivoTl by tho Industrial 
circles boexuae it roinoved two of tboir must outitxnding toara in declaring that 
po immodiato nationalisation of industrial would bo mado and romaining silent 
about tho demand for tho abol.tion of Managing Agency syetoin, Hut fitlll tho 
principlo objective of tiiin great concession has rotnainod unfulQllod ; incroaBO In 
production has not talcon place, Tho IniloslrJalietv, on tho contrary, have taken 
tba libotalism of the Government as its weaknoss and liavo succeeded In frustraU 
fng tho Gorernmeot's mam purposo (a tho rosolutfon, 



5U BUSINESS OBQ^NISATION, 

1. What do yon Tvlsh to bo tbo relation of Skate to industry in free India? } 

Discuss thoroughly. (Agra B. Com. t948)\ 

2. Discuss tho various ^aya in which the govorament may help Indian ' 

industries in the post-war period. [Agra B. Com 194G)' 

3. What in your opinion should bo tho attitudo of the Stato in relation , 

to industry? Illustrato your suswot with reference to conditions in India. * ' 

[Bajpnlam B. Com. 1949) ' 
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